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ADAM SMITH* 
1776-1926 


I, THE DAWN OF A SCIENCE 


“Tn every department of human affairs,” declared John Stu- 
art Mill sonorously in the opening paragraph of his Principles of 
Political Economy, “Practice long precedes Science: systematic 
enquiry into the modes of action.of the powers of nature, is the 
tardy product of a long course of efforts to use those powers for 
practical ends.” 

Historians of thought, going beyond Mill’s generalization, 
agree in recognizing two distinct stages in the evolution of a so- 
cial science. There is first a period of specific and detached dis- 
cussion of particular incidents, ordinarily evoked by association 
with practical affairs. There is later a systematic inquiry, in- 
spired by philosophic interest, into the structure and sequence 
of the general subject matter. 

In the history of English economic thought, the year 1750 
serves as a convenient dividing line for this transition. Much 
was written upon economic matters before that date. An eight- 
eenth-century bibliographer lists some twenty-three hundred 

* Two lectures delivered at the University of Chicago on December 9 and 10, 
1926, as an introduction to a series commemorative of the one hundred and fifti- 


eth anniversary of the publication of the Wealth of Nations. 
?“Preliminary Remarks,” op. cit. (London 1848), I, 1. 
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such publications, issued in Great Britain from 1557 to 1764,° 
and the catalogue is far from complete. Ranging from mere 
broadsides to stout volumes, the bulk of this literature figures in 
the history of economic writing as ephemeral and local. But an 
appreciable part of it is significant. The tracts of John Wheeler, 
Gerard de Malynes, Edward Misselden, Thomas Mun, Lewis 
Roberts, Henry Parker, Dudley North, Josiah Child, Joshua 
Gee upon commerce; of Sir Isaac Newton, John Locke, Nicholas 
Barbon upon money; and of Sir Charles Davenant, Sir William 
Petty, Sir William Temple, Francis Fauquier, Joseph Massie 
upon taxation not only discussed contemporary episodes, but in 
casting about for theoretical warrant for specific proposals often 
phrased scientific truths to an extent that has won the admira- 
tion of iater students. Sometimes an unusual contact with affairs, 
as in the case of Jacob Vanderlint, or a larger social vision, as 
with Bishop Berkeley, inspired a more ambitious contribution. 
But even in such cases, the inception and issue were associated 
with specific events. We owe Money Answers All Things to Wal- 
pole’s excise scheme, and The Querist was suggested by the eco- 
nomic distress of Ireland. 

In the middle of the eighteenth century, however, economic 
thinking entered upon a more deliberate and systematic phase. 
The Peace of Aix-la-Chapelle in releasing England from conti- 
nental entanglement, and the battle of Culloden Moor in estab- 
lishing the Hanoverian succession, gave impetus to commercial 
and industrial growth.‘ The religious revival identified with the 
spread of Methodism directed attention to neglected social con- 
ditions and foreshadowed the advent of a new humanitarianism. 
In the philosophical world Francis Hutcheson replaced the old 
Calvinism by eighteenth-century rationalism,’ and Montesquieu 
proclaimed to Europe that political and social institutions were 
the reflex of material environment and national character. 

A series of events followed whose cumulative significance is 

* Joseph Massie; cf. infra. 

* George Chalmers, An Estimate of the Comparative Strength of Great Brit- 
ain (new ed.; London, 1804), p. 123. 


* Leslie Stephen, History of English Thought in the Eighteenth Century (3d 
ed.; London, 1902), II, 56. 
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unmistakable. In 1748 Joseph Massie began his famous collec- 
tion of economic literature as the basis for an inductive study of 
the elements of commerce. In 1749 Adam Smith organized a 
public class for instruction in political economy in Edinburgh 
and paved the way to professorial appointment in Glasgow. In 
1750 Robert and Andrew Foulis commenced to reprint impor- 
tant economic texts—Child, Gee, Petty, Law, Berkeley—in sym- 
pathy with the awakened interest in the principles of trade and 
commerce. David Hume’s Political Discourses, destined to at- 
tain a vogue unequaled by any other economic writing, appeared 
in 1752. Cantillon’s Essai sur le Commerce, written a generation 
before, and Francis Hutcheson’s posthumous System of Moral 
Philosophy, containing the substance of his lectures upon natural 
jurisprudence, became accessible in 1755. In the same year Jo- 
siah Tucker published the outline, actually projected several 
years before, of a general treatise on The Moral and Political 
Theory of Trade and Taxes, and made substantial beginning in 
his Elements of Commerce.’ Quesnay’s first economic article, 
marking the beginning of the Physiocratic movement in France, 
saw light in 1756; Harris’ Essay on Money and Coins followed 
close in 1757—58, and in 1760 Joseph Massie addressed a formal 
representation to the commissioner of the treasury “to be em- 
ployed in forming for public Service the Elements of Commerce, 
and an historical account of the British Manufacturies and 
trade.” 

Examined more closely, this development of economic writ- 
ing shows a distinct bifurcation traceable as far back as the 
point of initiation and conveniently distinguished as “political 
arithmetic” and “political economy.” Having for a common pur- 
pose the discovery of the principles whereby national wealth 
was amassed, the rival methods foreshadowed the methodologi- 
cal issue of a century later.* 

* Walter Ernest Clark, Josiah Tucker: Economist (New York, 1903), p. 62 n. 


" Representation concerning the Knowledge of Commerce as a National Con- 
cern (London, 1760), p. 25. 

* Dugald Stewart distinguished the devotees of the two modes of inquiry as 
“political arithmeticians, or statistical collectors,” and “political economists, or 
political philosophers” (Collected Works (ed. Hamilton], III, 33). 
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Of the two, political arithmetic represented the main cur- 
rent. Sir William Petty, under the spell of the Baconian philoso- 
phy,’ introduced the term in 1674 and gave consciousness to the 
use of this “geometrical justice” in economic discussion in lieu 
of “grandisonous or euphonical nonsense farded with formal- 
ity.’”*° Two decades later Sir Charles Davenant presented a for- 
mal definition: “By Political Arithmetick, we mean the Art of 
Reasoning, by Figures, upon Things relating to Government,’ 
and more fully: 

A great Statesman, by consulting all sort of Men, and by contemplat- 
ing the universal Posture of the Nation, its Power, Strength, Trade, Wealth 
and Revenues, in any Council he is to offer, by summing up the Difficulties 
on either Side, and by computing upon the whole, shall be able to form a 


sound Judgement, and to give a right Advice: and this is what we mean by 
Political Arithmetick.? 


Thereafter argument “in terms of number, weight, or meas- 
ure” became an accredited mode of economic exposition. The 
economic superiority of Britain was the favorite theme—this, in 
turn, being resolved into discussion of population, area, and pro- 
ductivity of land, volume and direction of commerce, sometimes 
for expository purposes, more often for comparison with report- 
ed conditions in other lands with an eye to legislative or adminis- 
trative change. 

Petty, Graunt; Halley, Derham, and De Moivre used the 
bills of mortality to arrive at estimates of population and vital 
phenomena. Gregory King, Charles Davenant, and Erasmus 
Philips inquired into the wealth of the nation, using the returns 
of the poll and excise taxes as bases. Less qualified writers as- 
sumed the validity of a method which they were incompetent to 

* Charles H. Hull (ed.), Introduction, Economic Writings of Sir William 
Petty (Cambridge, 1899), I, lxiv—Ixv. 

* Stephen Bauer, “Arithmetic, Political, History of,” in Palgrave (ed.), Dic- 
tionary of Political Economy, sub nom. 

™ Discourses on the Publick Revenues, and on the Trade of England (Lon- 
don, 1698), Part I, p. 2. 

* Ibid., p. 15. 
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employ. The very term became the earmark of a craft, used as 
lightly and as uninformedly as Carlyle’s epithet of a later day. 


Moral arithmetick to him was known 
And ev’ry statesman’s merit, but his own, 


sang Pope of Roscommon, with echo a century later by Chal- 
mers‘* of Gregory King. “Political arithmetic, an art of greater 
use than entertainment,” was the Spectator’s tribute in 1711,** 
and as though despairing of finding readers with so forbidding a 
caption, a later editor—perhaps anticipating Emerson’s convic- 
tion that we shall never understand political economy until we 
get Beranger or Burns or some poet to teach it in songs**—coun- 
tenanced a typographical lapse of the title into “poetical arith- 
metic.”*° 

When in the middle of the century Montesquieu’s De ’Es- 
prit des Lois, promptly translated into English, suggested the 
systematization of economic uniformities, political arithmetic by 
right of origin and by avowal of purpose seemed the appropriate 
device whereby “not so perfect Demonstrations as are required 
in pure Mathematicks; but . . . . such as our Superiors may 
work with, as well as Wheelwrights and Clockmakers do work 
without the Quadrature of a Circle.’”*” This conception that eco- 
nomic principles must rest upon economic induction marked an 
unrealized purpose of Joseph Massie. 

The circumstances of Massie’s life are hidden in the same 
irritating obscurity that enshrouds other important English eco- 
nomic writers—Vanderlint, Harris—of the middle eighteenth 
century.’* We know only of his astonishing productivity as pam- 
phleteer in the period from 1750 to 1765, and of his death in 

* Op. cit., p. xvi. 

* No. 200 (October 19, 1711). 

* Journals, 1849-1855 (Cambridge, 1912), VIII, 380. 

* Table of Contents, British Essayists (ed. Berguer; London, 1823), Vol. IX. 

* Sir William Petty, “A Treatise of Ireland, 1687,” Works (ed. Hull), II, 611. 


™ See Introduction to reprint (ed. Hollander; Baltimore, 1912) of Massie, 
An Essay on the Governing Causes of the Natural Rate of Interest (London, 
1750). 
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1784. It is as bibliographer rather than as author that Massie 
has figured largest in the history of economic thought. The 
“Fifteen Hundred, or more, Books and Pamphlets” concerning 
“the Commerce, Coin, and Colonies of Great Britain” which he 
had been “above Twelve Years in Making,” though he “resided 
in London, and was not sparing of either Time or Money to en- 
large it,” were sold in 1760, and thereafter dispersed, lost, or 
hidden—how and in what manner we have no knowledge. But 
Massie left a monument to his zeal in an admirably compiled 
finding list which he continued to revise and extend even after 
he had disposed of the actual collection, and this “Alphabeti- 
cal and Chronological Index of Commercial Books and Pam- 
phlets,”’® which by December, 1764, had grown to 2,377 items, 
still serves as a helpful guide to English economic literature be- 
fore Adam Smith. 

Massie’s interest in economic literature was not, however, 
merely as bibliographer or collector. If not present from the 
first, the intention soon developed of utilizing the materials that 
he had gathered for two works, a “commercial history of Great 
Britain” and a treatise upon the “elements of commerce illus- 
trated by Applications.” In 1760 Massie submitted the desira- 
bility of their preparation to the commissioners of the treasury 
and of the exchequer and sought public employment. Nothing 
seems to have come of the proposal; but the tract in which it 
was urged, “A Representation concerning the Knowledge of 
Commerce as a National Concern,” remains of interest as sug- 
gesting an early and vivid conception that economic principles 
must rest upon economic facts. 

While a few thinkers like Massie and Tucker cherished the 
larger purpose of an inductive economics, political arithmetic in 
the older and narrower sense continued to claim its devotees. 
The controversy as to “the populousness of ancient nations” — 
that “happy hunting-ground for learned antiquarian essay writ- 
ers”*°—initiated by Montesquieu, Hume, and Wallace, and re- 

* British Museum, Lansdowne MSS 1049; lettered “Massie’s Catalogue of 
Commercial Tracts.” 

* James Bonar, Malthus and His Work (reprint; New York, 1924), p. 31- 
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vived with local applications during the war of 1756 by Bell, 
Brackenridge, and Forster, was continued up to the very close of 
the century by Price, Young, Chalmers, Eden, Wales, and How- 
let. Resistance to new commercial policies evoked discussion 
by Chalmers and Clarke as to the comparative strength and 
prosperity of Great Britain at successive periods of national life, 
based largely upon estimates of the volume and direction of ex- 
ports and imports.”* The encyclopedic spirit of the day appeared 
in antiquarian “annals of commerce” of Macpherson, in a de- 
scriptive “state of the poor” of Eden, and in agricultural “tours” 
and “surveys” of Arthur Young, John Sinclair, and James An- 
derson—all with political arithmetic serving as an overburdened 
handmaid. The pressure of war budgets induced Richard Price 
to apply his studies of probability to proving “by irrefutable 
arithmetic” that a sinking fund honestly administered must ulti- 
mately extinguish the largest debt that can be conceived.** The 
agricultural reformers, hard put to it to find secure footing 
against the rising tide of economic liberalism, elaborated their 
pleas in a form suggested by the very title of Arthur Young’s 
long-forgotten work, published two years before the appearance 
of the Wealth of Nations, Political Arithmetic containing Ob- 
servations on the Present State of Great Britain; and the Princi- 
ples of her Policy in the Encouragement of Agriculture. As late 
as 1785, James Laffan reviewed the “political arithmetic of the 
population, commerce and manufactures of Ireland”;** in 1798 
Joseph Priestley “first broke his silence [in America] on sub- 
jects of political controversy with a paper entitled Maxims of 
Political Arithmetic” ; and in 1799 Thomas Cooper incorporated 
economic discussion in his Political Essays under the caption 
“Political Arithmetic.”””* 

™ George Chalmers, op. cit., pp. 193-94. 

® [bid., p. viii. 

* Cf. J. Holland Rose, William Pitt and National Revival (London, 1912), 
p. 189. 

* Dublin, 1785. 

* Dumas Malone, Public Life of Thomas Cooper, 1783-1839 (New Haven, 
1926), pp. 91, 98-99. 
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But whether pursued in the traditional way as the fanciful 
elaboration of fragmentary and imperfect data of population, 
trade, and agriculture into general propositions of national 
wealth, or elevated into a Baconian endeavor to obtain a body 
of economic principles by systematic induction from the facts of 
record, political arithmetic led nowhere. This barrenness of re- 
sult, aggravated by frequent extravagances of method, probably 
induced Adam Smith’s verdict: “I have no great faith in politi- 
cal arithmetic, and I mean not to warrant the exactness of either 
of these computations”;** to which a discriminating expositor, 
Dugald Stewart, added: “In general, as Mr. Smith remarks, lit- 
tle stress ought to be laid on the results of what is commonly 
called Political Arithmetic.”*’ Thereafter none too unworthy to 
cast a stone. 

Hail! most prudent Politicians! 
Hail! correct Arithmeticians! 
Hail! vast exhaustless source of Irish Propositions, 


jeered the Rolliad.** 

In 1787, the “new-coined name” of statistics crept unobtru- 
sively into England in the writings of Zimmerman and Sinclair, 
with the credential of having then already been formed into “a 
separate science” and having become “a favorite study” in Ger- 
many.” But as used both by German writers of the eighteenth 
century and by the English writers whom they directly influ- 
enced, statistics was far less ambitious as “a species of political 
enquiry” than political arithmetic, and meant simply “the ex- 
position of the noteworthy characteristics of a state, the mode of 

* Wealth of Nations, Book IV, chap. v; ibid. (ed. Cannan; London, 1904), 
IT, 36. 

* Collected Works (ed. Hamilton; Edinburgh, 1756), IX, 48. 

* Rose, op. cit., p. 263. 

*”G. Udny Yule, An Introduction to the Theory of Statistics (London, 
1911), pp. 1-2. Professor W. F. Wilcox has called attention to the fact that “the 
earliest occurrence of statistics in English was in 1770 and thus more than fifteen 
years before Sinclair, when Dr. Hooker published a translation of Bielfeld’s Ele- 
ments of Universal Erudition. One of its chapters is entitled Statistics, and con- 
tains a definition of the subject as ‘the science that teaches us what is the political 


arrangement of all modern states of the known world’” (Pub. Amer. Statis. As- 
soc., December, 1914, p. 287). 
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exposition being—almost inevitably at that time—preponder- 
antly verbal.’”* 

The bare possibility of political arithmetic conceived as a 
technical economic method came to an end in 1801 with the defi- 
nite returns of the first census, and of the newly imposed income 
tax. A few years later, Dugald Stewart pronounced the obituary: 


The facts accumulated by the statistical collector are merely particular 
results, which other men have seldom an opportunity of verifying or of dis- 
proving; and which, to those who consider them in an insulated state, can 
never afford any important information. ... . If these observations be 
just, instead of appealing to political arithmetic as a check on the conclu- 
sions of political economy, it would often be more reasonable to have re- 
course to political economy as a check on the extravagancies of political 
arithmetic.** 


While political arithmetic thus straggled on its devious, pur- 
poseless course, the main stream of economic thought and writ- 
ing was taking direction and volume with the extension of philo- 
sophical speculation into the domain of economic relations. 

The traditional exposition of moral philosophy from classi- 
cal times had been a review in succession of man’s relations to 
God, to the state, and to society. When in 1727 Gershom Car- 
michael, after a generation of junior service, was designated pro- 
fessor of moral philosophy at the University of Glasgow, and 
philosophical studies formally entered the Scotch universities— 
where alone in Great Britain they were to be pursued with 
any vigor throughout the eighteenth century—politico-economic 
speculation had already won recognition. Carmichael was a dis- 
ciple of Hobbes and Grotius; he had edited Pufendorf’s De 
Officio Hominis et Civis, and his lectures appear to have included 
an intelligent commentary. Carmichael died in 1729, and Fran- 
cis Hutcheson, a former pupil, was elected to the vacant profes- 
sorship. Basing his early teaching upon Pufendorf and the 
“compend” of his predecessor Carmichael, Hutcheson later de- 

* Yule, op. cit., p. 2. “A descriptive political science almost devoid of figures 
but systematic and suitable for presentation in academic lectures or treatises” is 
Professor Wilcox’s definition (p. 286). 


™ Elements of the Philosophy of the Human Mind (1792-1827), Part II, 
chap. iv, sec. 5, in Collected Works, III, 331-32. 
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veloped a course of “constant lectures five days of the week on 
Natural Religion, Morals, Jurisprudence, and Government,’’*” 
repeated session after session with many digressions and addi- 
tions, but not issued in printed form until years later. 

Hutcheson accepted “the celebrated division of philosophy 
among the ancients” into “the rational or logical, the natural, 
and the moral.” Restricted to the area of “moral philosophy,” 
he expounded in turn the elements of ethics, the law of nature or 
the doctrine of private rights, and “the principles of ceconomicks 
and politicks.”** It was under the last head that opportunity 
was afforded for the discussion of economic principles. 

There is little evidence of any direct impress exerted upon 
economic thought by Hutcheson’s opinions. His lectures were 
well attended, but apparently lacked the distinguished quality 
that marked the philosophical course of the Scotch universities 
of a later day. His message filtered through to the public mind 
for years only by the medium of student shorthand reports and 
epitomized “compends.” The /ntroduction to Moral Philosophy 
was published in Latin in 1742, the English translation appear- 
ing only in 1747. The more formal System of Moral Philosophy 
saw light as a posthumous work in 1755.*° An earnest and de- 
voted teacher, Hutcheson’s largest influence as an economic 
thinker was exerted through his two great pupils, David Hume 
and Adam Smith. 

In 1737 Hume, then twenty-six years of age, had returned 
from France to London with the manuscript of the first two 
parts of his Treatise on Human Nature. The work was published 
in 1739, and, to Hume’s great grief, “fell dead born from the 
press, without reaching such distinction as even to excite a mur- 
mur among the zealots.”** Returning to Scotland, Hume soon 

* Leechman’s memoir, prefixed to System of Moral Philosophy (Glasgow, 
1755), P. Xxxvi. 

* Preface, Introduction to Moral Philosophy (Glasgow, 1747). 

“W. R. Scott, Francis Hutcheson (Cambridge, 1900), Part II, chap. xi; 
Adam Smith, Lectures on Justice, Police, Revenue and Arms (ed. Cannan; Ox- 
ford, 1896), pp. xxiv—xxvi. 

*W. R. Scott, op. cit., p. 144. 

” Essays: Moral, Political and Literary (ed. Green and Grose; London, 
1875), P. 33. 
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came within the range of Hutcheson’s influence. It was to 
Hutcheson that the manuscript of Part III of the Treatise on 
Human Nature was submitted for criticism, and thereafter the 
two men continued in active correspondence, and doubtless in 
personal contact. Indeed, it was out of this relation that Hume’s 
memorable acquaintance with Adam Smith sprang. 

It is not altogether fanciful to ascribe to the association with 
Hutcheson a politico-economic bent to Hume’s hitherto exclu- 
sively philosophical studies. In the advertisement to the first 
volume of his Treatise (1739), Hume had announced that he 
would “proceed to the examination of Morals, Politics and Criti- 
cism.”** The third volume of the Treatise, published in 1740, 
treated of “Morals,” and the remaining tasks awaited perform- 
ance. It was in possible preparation for the politico-economic 
part that his reading and note-taking at this time included the 
texts of Josiah Child, Marshall Vauban, and Michael Geddes. 

The actual outcome was a series of essays “wrote with a 
view of being published as weekly papers” after the manner of 
the Spectator and the Craftsman, but actually issued “partly 
from laziness, partly from want of leisure” in 1741-42 in two 
little volumes of Essays, Moral and Political. The division was 
as equitable as the title indicated, the political discourses form- 
ing almost one-half of the original fifteen papers, and more than 
one-third of the full two-volume edition. They constituted, 
moreover, the most valuable part of the publication. Without 
attempting to found a system, they dealt with the topics of the 
day in the light of general principles, and with a fund of his- 
torical illustration. 

Curiously enough, no strictly economic topic figured in these 
causerie-like performances. Hume’s reading and reflection may 
not have proceeded far enough to justify economic composition. 
More probably the indifferent reception accorded the Treatise 
made Hume reluctant to discuss economic issues at an appar- 
ently inopportune moment. The frenzy into which the public 
mind had lashed itself over Walpole’s excise scheme had sub- 
sided, and the economic revival of the midcentury, with its stim- 

™ Ibid., p. 44. 
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ulating effect upon economic thought and writing, had not yet 
developed. 

A decade later all of this had changed. Montesquieu’s De 
lV Esprit des Lois had appeared, and Hume, who had been in cor- 
respondence with Montesquieu from 1749, was instrumental in 
securing an Edinburgh reprint. Hutcheson’s Introduction to 
Moral Philosophy had been published in English translation, 
and Adam Smith’s first lecture course on political economy in 
Edinburgh had been delivered. Moreover, in economic matters 
“the new light was thus breaking in on groups of inquirers in 
Scotland as well as elsewhere,” and Hume, like Smith, “was 
from its earliest days within its play.’’** 

Significant in this connection was Hume’s intimacy with 
James Oswald, of Dunnikier, then a member of Parliament from 
Kirkcaldy and a commissioner of the navy, and later commis- 
sioner of trade and plantations, lord of the treasury, and vice- 
treasurer of Ireland. Oswald “had made his mark largely by his 
mastery of economic subjects,” and Hume had years before 
(1744) described him in this connection as a “great genius.”*° 
It was now with Oswald that he conferred and to him that he 
submitted the draft of his new essays. Even the scant evidence 
extant as to this contact suggests that Hume was indebted to 
Oswald for some part of what has been regarded as one of his 
most characteristic doctrines—the stimulating effect of a grad- 
ual increase in the money of a country. In much the same man- 
ner Dugald Stewart records that, as “appears from a manuscript 
of Mr. Smith’s now in my possession,” the analysis of “price” 
into its component parts which figures in the Wealth of Nations 
was suggested by Oswald.“ 

The collection of essays upon which Hume’s fame as an 
economist rests actually appeared early in 1752 in a small octa- 
vo volume under the title of Political Discourses. It is doubtful 
whether any economic composition, with the possible exception 
of Henry George’s Progress and Poverty, has ever enjoyed a 
greater vogue. Such subjects as “Commerce,” “Luxury,” “Mon- 

* John Rae, Adam Smith (London, 1895), p. 38. 

* Ibid., p. 37. “ Collected Works, IX, 6. 
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ey,” “Interest,” “Balance of Trade,” “Taxes,” and “Public 
Credit”—the very matters as to which current developments in 
public and private affairs were running afoul of traditional mis- 
conception and unenlightenment—were discussed by Hume with 
an acuteness of reasoning, a soundness of judgment, an intimacy 
of manner, and a charm of style that gave the book the widest 
circulation and whetted the popular appetite for further fare. 

If the exposition of economic relations which Francis 
Hutcheson wove into his lectures on moral philosophy did not 
give Adam Smith—then an admiring student—his original in- 
terest in political economy, certainly it supplied something of 
both form and content to the lecture course on “Justice, Police, 
Revenue, and Arms” which a generation later Adam Smith gave 
as professor of moral philosophy at Glasgow. 

But the pupil went far beyond the achievement of the 
teacher. In part responding to the growing interest in economic 
affairs, in part voicing a dissenting creed, Smith gave increasing 
place to a discussion of the political regulations designed “to 
increase the riches, the power and the prosperity of a State.” 

The publication of the Theory of Moral Sentiments in 1759, 
and the virtual postponement of a contemplated treatise on 
jurisprudence, left Smith’s hands free for his larger work. Prob- 
ably the expectation of obtaining leisure for its pursuit, free 
from the press of material cares, induced him to relinquish the 
Glasgow professorship and accept the post of traveling tutor to 
the young Duke of Buccleugh. Then followed two years of 
travel and observation, full of rich experiences and stimulating 
contacts. In 1766 he returned to England, to bury himself with 
notes and books in Kirkcaldy, not again emerging for more than 
brief intervals in connection with his task, until the publication 
of the Wealth of Nations in 1776. 

The idea, present from the first, of a literary presentation 
of his university lectures had gained scope and dignity by con- 
tact with Quesnay and Turgot. ‘The appearance of Adam Fergu- 
son’s History of Civil Society in 1767, with its apparent en- 
croachment upon Smith’s exposition, and the more deliberate 
occupation of the field by Sir James Steuart’s Principles of Po- 
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litical Economy in the same year, contributed to cautious com- 
position. David Hume’s greeting to the published book sug- 
gested the deliberateness of its preparation: “It was a work of 
so much expectation, by yourself, by vour friends, and by the 
public that I trembled for its appearance.” 


For the inception of a science, two elements are needed: (1) 
a measure of consciousness and (2) a body of principles. In so 
far as Adam Smith wrote a scientific treatise, it was like the 
prose which Moliére’s bourgeois spoke. Trained in classical phi- 
losophy, the academic successor of Carmichael and Hutcheson, 
the classroom expositor of moral philosophy, it was reasonable 
to suppose that the economic sections of Adam Smith’s work 
would, both in lecture outline and in final version, display the 
formal characteristics of a philosophy of the schools. As a mat- 
ter of fact, no student of method can speak of the Wealth of 
Nations as exhibiting the deliberate scope, the systematic plan, 
or the logical method of a scientific treatise. 

Joseph Massie, in the Dedication to his Representation con- 
cerning the Knowledge of Commerce, had noted in 1760, “Some 
Writers have considered Commerce as a Science, and endeav- 
oured to deduce the knowledge of it from Axioms, Maxims, 
etc.” As early at least as 1763 in his Glasgow lectures, Adam 
Smith had referred to jurisprudence as “that science which in- 
quires into the general principles,” etc.‘? Some years later he 
had declared that the system of the Physiocrats, “with all its 
imperfections, is, perhaps, the nearest approximation to the 
truth that has yet been published upon the subject of political 
economy, and is upon that account well worth the consideration 
of every man who wishes to examine with attention the princi- 
ples of that very important science.’** And yet the Wealth of 
Nations has little of that easy, intimate use of the term “‘science” 
and the accompanying precision of arrangement which, in im- 

“ Rae, op. cit., p. 286. 

“ Lectures (ed. Cannan), p. 1. 

“ Wealth of Nations (ed. Cannan), II, 176. 
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pressive contrast, distinguishes the immediate pre-Ricardian 
texts. 

In part this later formalism as to definition and arrangement 
came from Jeremy Bentham, entering economic study through 
the influence of James Mill and possibly J. R. McCulloch. Toa 
much greater degree the scientific consciousness of political 
economy is assignable to the influence upon English thought of 
the French post-Physiocratic writers. 

Montesquieu had made familiar the conception of unifor- 
mity in economic relations and the possibility of an orderly 
arrangement of such principles. In 1763 Mirabeau had de- 
clared: “La science économique est approfondie et développée 
par l’examen et par le raisonnement, mais sans les calculs elle 
serait toujours une science indéterminée, confuse et livrée par- 
tout 4 l’erreur et au préjugé.’** 

A year later Dupont de Nemours dedicated a tract to Mme 
de Pompadour in recognition of “la protection décidée que vous 
accordez a ceux qui s’appliquent a |’étude de la Science éco- 
nomique ... cette Science importante et sublime.” 

Despite the continuous influence of French politico-eco- 
nomic thought upon English philosophical circles, the terms 
“economic science” and “economic law” were, with a curious 
reticence, withheld from English writings. The explanation is 
probably to be found in the disfavor in late eighteenth-century 
England of all things French. Moreover, as the Physiocratic 
creed gained the ascendancy, the term “economic science” ac- 
quired a local signification. The circumstance that “Physioc- 
racy” —fairly constituted by 1767—-was “incontestably the first 
form under which economic science was presented to the world” 
encouraged the substitution.** In 1768 “la science économique” 
had become “la science nouvelle,” and “les Economistes” the 
popular designation for the votaries of the system. 


“ Philosophie Rurale, pp. xix-xx; quoted by Edgard Depitre in Introduction 
(p. xii, n. 2) to his reprint (Paris, 1911) of Dupont de Nemours, De l’Exportation 
et de ’ Importation des Grains (1764). 

“ Ibid. (reprinted text), p. v. 

“A. Dubois, Notice (p. vi) to his reprint (Paris, 1910) of Dupont de Ne- 
mours, De L’Origine et des Progrés d’une Science Nouvelle (1768). 
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With the wane of the sect, the term, still localized in impli- 
cation, was eschewed by economic writers. This tendency to 
avoidance was heightened by the popular association of the ex- 
cesses of the French Revolution with the teachings of the Physio- 
crats. Even Dugald Stewart, in 1794, apologized for having ex- 
pressed himself strongly on the merits of what he termed “the 
first Economists” on the score that “most of them are long 
since dead.’’*" 

Gradually, French thought released itself from local asso- 
ciation. In 1794 Condorcet demanded: “Quelles sont les lois 
suivant lesquelles ces richesses se forment ou se partagent, se 
conservent ou se consomment, s’acroissent ou se dissipent?’** 
In 1796 Garnier maintained the prime inquiry of political econ- 
omy to be “the laws or principles according to which wealth is 
formed in society in general, and is distributed among the dif- 
ferent members who compose it,” and he developed the same 
opinion nine years later in translating the Wealth of Nations.” 
In 1801 Canard made a crude attempt to find mathematical 
formulas for the laws which are the object of political economy. 
In 1803 J. B. Say published his T'raité d’Economie Politique 
with the prefatory declaration that “political economy, like the 
exact sciences, is composed of a small number of fundamental 
principles, and of a great number of corollaries or consequences 
of those principles.”*° 

The influence of this post-physiocratic group upon English 
writing was direct and immediate. The intense interest aroused 
by Malthus’ Essay called attention anew to Condorcet. Canard’s 
Principes was reviewed at length in the second issue of the Edin- 
burgh Review. Garnier’s annotated translation of the Wealth 
of Nations was cited” as a refreshing contrast to Playfair’s de- 
fective edition. J.B. Say was acclaimed as one of the few French 
writers “who never sacrifices truth to display . . . . who first 
introduced the French nation to the true principles of political 

“ Collected Works, X, \xxix. 

“ Elie Halévy, La Formation du Radicalisme Philosophique, I, 221. 

* Ibid., p. 222. 

” Preface, p. x. " Edinburgh Review, January, 1806. 
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economy, and whose name will be mentioned with honour among 
the philosophers who have raised that important branch of 
knowledge to the rank of a science.’””? 

As to the actual entry of the term “science” in English eco- 
nomic writing, George Crauford in The Doctrine of Equivalents, 
published in 1803 but ascribed to 1794, spoke of forming “the 
science of political economy into a comprehensive clear and 
familiar system.” The Edinburgh reviewers referred again and 
again to “the science” and its “principles.” William Spence, 
champion of Physiocratic doctrines, wrote naturally enough in 
1807 of “no principle in the Science of Political Economy,” and 
Torrens in rejoinder to this tract—which brought James Mill 
and Thomas Chalmers also into the lists—made easy use of “the 
science of political economy.” By 1811 Boileau could entitle 
his much-neglected book An Introduction to the Study of Politi- 
cal Economy, the purpose of which was “to render the science 
more accessible.” 

But if the Wealth of Nations showed little trace of scientific 
self-consciousness, it was distinguished in a very high degree by 
the second and more notable characteristic of an epoch-making 
work—a body of principles setting forth the uniformities and 
sequences that obtain in the subject matter assembled. As 
against the detached solutions of monographic writers or the 
unfulfilled engagements of more ambitious projectors, Adam 
Smith visualized the broad extent of economic purpose and re- 
sult and ventured interpretations of that which he saw or pic- 
tured. 

One of the most competent students of the Wealth of Na- 
tions has lately declared: 

Very little of Adam Smith’s scheme of economics has been left stand- 
ing by subsequent inquirers. No one now holds his theory of value, his ac- 
count of capital is seen to be hopelessly confused, and his theory of distri- 
bution is explained as an ill-assorted union between his own theory of prices 
and the physiocrats’ fanciful Economic Table. His classification of incomes 
is found to involve a misguided attempt to alter the ordinary useful and 
well-recognized meaning of words, and a mixing up of classification accord- 
ing to source with classification according to method or manner of receipt. 


" Westminster Review, I, 525; quoted by Halévy, op. cit., II, 348. 
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His opinions about taxation and its incidence are extremely crude, and his 
history is based on insufficient information and disfigured by bias.®* 

However textually correct, such hypercriticism is a mislead- 
ing introduction to an appraisal of “Adam Smith as an Econo- 
mist.” Even the acute recognition, which follows, of “three 
great things he did accomplish’”—(a) the definite substitution 
of income for the older idea of a capital aggregation of “treas- 
ure,” (0) the use of wealth per head in lieu of wealth in the 
aggregate, (c) approval of working and trading and investing 
for personal gain—leaves the impress of absorption in parts and 
disregard of the whole. 

Another scholar of great competence, as part of a like anni- 
versary tribute, has spoken of our hero as “the Great Founder,” 
a phrase to which the title of my succeeding lecture (“The 
Founder of a School”) must be “subconsciously” indebted. “In 
all the phenomena for which economists try to account in theo- 
ry,” Dr. James Bonar appraises, “he tried to show there was 
one element at the basis of all the rest in society as he then 
found it, viz. competition.”** To have “anchored himself” to 
this “connecting principle,” the competitive effort of individuals 
for gain, was a notable service. It is not a sufficient credential. 

The master-quality of Adam Smith’s service lay in the de- 
gree to which he envisaged the economic world of which he was 
a part and the confidence with which he set forth what seemed 
to him the principles manifest in its affairs. Much of what he 
presented was imperfect; more of it was loosely articulated. “A 
body of principles grows like a living body,” Bonar reminds us, 
“it is not builded as a city that is compact together.”** Adam 
Smith’s “laws” were often unverified theories; his “theories,” 
sometimes fanciful hypotheses. Limpid style, picturesque de- 
tail, vehement advocacy, emotional warmth, and constructive 
proposal mask lapses of thought and defects of logic. 

But withal the Wealth of Nations constituted a definite base 
line for succeeding economic thinkers. “It is in Rome that all 

™ Edwin Cannan, “Adam Smith as an Economist,” Economica, June, 1926. 

“ James Bonar, The Tables Turned (London, 1926), pp. 14-16. 

“ Ibid., p. 51. 
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ancient history loses itself; it is out of Rome that all modern 
history takes its source,” declared the historian, Edward A. 
Freeman.” In this sense it is proper to speak of Adam Smith’s 
great performance as marking “the dawn of a science.” 


II. THE FOUNDER OF A SCHOOL 


A distinguished critic has spoken of the Wealth of Nations 
as securing for its author “‘as near an approach to immortality 
as can fall to any economic writer.”*’ A formal treatise in two 
stately quartos, long years in the making, heralded by scholars 
as “equal to what has ever appeared on any subject of science 
whatever,”’** the reception accorded the book was from the first 
impressive. David Hume had lamented within a month after its 
appearance that the treatise required too much thought and re- 
flection to be popular, and the reader fresh from the pages of 
Gibbon’s Decline and Fall might well have found the Scotch 
philosopher turgid and prolix.** But another and perhaps more 
judicial contemporary declared it doubtful even in 1793 “if 
there exists any book beyond the circle of the mathematical and 
physical sciences, which is at once so agreeable in its arrange- 
ment to the rules of a sound logic, and so accessible to the exami- 
nation of ordinary readers.”®° The actual demand for the book 
was significant. While Sir James Steuart’s quartos gathered 
dust on Cadell’s shelves, Adam Smith’s work sold well, and a 
fifth edition (1789) was reached in the author’s lifetime. 

For a time the French Revolution appears to have checked 
the popularity of Smith’s book. Economic doctrines, and pre- 
eminently the doctrines of the new economic liberalism, came to 
be identified with French principles and the revolutionary spirit. 

” Essays (2d series, 3d ed.; London, 1889), p. 287. 

* James Bonar, in Palgrave (ed.), Dictionary of Political Economy, sub nom. 

* Adam Ferguson in 1773; see Rae, op. cit., p. 264. 

” Ibid., pp. 285-86. Francis Horner, a faithful student of Smith’s text, wrote 
in 1800 of “an hour immediately after dinner, while the rapid progress of digestion 
clouds the powers of apprehension, employed in the lighter labour of culling flow- 
ers from the style of Gibbon” (Memoirs, I, 129). 

” Dugald Stewart, Account of the Life and Writings of Adam Smith, LL.D., 
in Collected Works, X, 65. 
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In printing his memoir of Adam Smith read in January—March, 
1793, to the Royal Society of Edinburgh, Dugald Stewart de- 
clared that at that period 


it was not unusual, even among men of some talents and information to con- 
found, studiously, the speculative doctrines of Political Economy, with 
those discussions concerning the first principles of Government which hap- 
pened unfortunately at that time to agitate the public mind.** 


But the very same year, 1793, witnessed the appearance of 
Godwin’s Political Justice with its bold challenge to “a public 
that is panic struck, and impressed with the most dreadful ap- 
prehensions of such doctrines as are here delivered.”** We are 
told that the propriety of prosecuting Godwin was considered 
by the Privy Council; and Pitt is said to have dismissed the sug- 
gestion with the remark that “a three guinea book could never 
do much harm among those who had not three shillings to 
spare.’** But the epigram if authentic was probably mere cover 
for sagacious appreciation of a change in the public mind. Four 
thousand copies of Political Justice were sold, and with its vogue 
liberalism became more than ever an issue in political and eco- 
nomic debate. 

The influence of the Wealth of Nations on political policy 
and legislative action was notable. The book early became the 
vade mecum of every aspiring publicist. Buckle has industri- 
ously located thirty-seven instances between 1783 and 1800 in 
which the Parliamentary History records an appeal to Adam 
Smith’s authority. As early as 1788, the author of New and 
Old Principles of Trade Compared—a turgid réchauffé of the 
arguments of the Wealth of Nations as to the advantage of agri- 
culture over commerce and of freedom of trade over mercantilist 
policies—asserted that Adam Smith was “an author of the first 
consideration, to whom the age is deeply indebted, and whose 

™ Collected Works, X, 87, n. G; quoted in Rae, op. cit., p. 292. 

™ Preface, xii. 

*H. N. Brailsford, Shelley, Godwin and Their Circle (New York ed.), pp. 
QI-92. 

“ History of Civilization in England, chap. iv, n. 60; ibid. (Amer. ed.; New 
York, 1890), I, 154-55. 
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work if abridged and somewhat differently arranged would: be- 
come the manual of every reflecting politician.” In 1792 Pitt 
declared that Smith’s “extensive knowledge of detail and depth 
of philosophical research will, I believe, furnish the best solu- 
tion of every question connected with the history of commerce 
and with the system of political economy.”* In 1797 Pulteney 
appealed to “the authority of Dr. Smith, who, it was well said, 
would persuade the present generation, and govern the next.’ 
In 1800 Grenville could remind Pitt of their common conviction 
as to “the soundness of Adam Smith’s principles of political 
economy.” 

The influence of Adam Smith was potent in the domain of 
thought no less than in the field of action. The twenty-five years 
were far from barren of economic writings, and there was minor 
dissent from various quarters as to certain of Adam Smith’s 
conclusions.** David Hume insisted, in curious anticipation of 
the Ricardian doctrine, that high prices were the cause, not the 
effect, of high rents. Jeremy Bentham filed a cogent brief against 
the impolicy of usury laws. Governor Pownall arraigned Smith’s 
condemnation of the monopoly of the colonial trade.*® The ag- 
ricultural reformers stirred uneasily at Adam Smith’s renuncia- 
tion of the paramount importance of agriculture. The author of 
the Physiocratic The Essential Principles of the Wealth of Na- 
tions illustrated, in opposition to some false doctrines of Dr. 
Smith and others urged the complete adoption of the doctrines 
of the Economistes. James Anderson stood out vigorously for 
the utility of corn-law bounties. Arthur Young admitted that he 
knew of “no abler work” than the Wealth of Nations, but added 
that he knew of none “fuller of poisonous errors.””° 

From the quarter where economic protest was most to have 

* Rae, op. cit., pp. 290-91. 

” Buckle, op. cit., I, 155. 

* “Grenville,” in Palgrave, Dictionary of Political Economy. 

* See the present writer’s “Development of the Theory of Money from Adam 
Smith to David Ricardo,” Quarterly Journal of Economics, May, 1911, Pp. 430. 

” Rae, op. cit., p. 318. 

* Hollander, David Ricardo: A Centenary Estimate (Baltimore, 1910), p. 20. 
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been expected—revolutionary radicalism—there was little or 
nothing heard. The explanation is found in the fact, as Hall has 
pointed out, that the early English Radicals were chiefly inter- 
ested in political reform. Price, Priestley, Horne Tooke, Cart- 
wright, and Paine directed their assaults against the political 
constitution of society rather than its economic organization.” 
There was, it is true, complaint against economic want, but the 
elements he!d accountable were unwise political institutions and 
proximate economic abuses. There was no serious challenge of 
ultimate economic principles. Thomas Spence in 1775 urged the 
nationalization of land. Whitbread in 1795 championed a return 
to the Elizabethan assessment of agricultural wages by justices 
of the peace. Paine proposed a redistribution of income through 
an inheritance tax on all landed property, and minor writers 
were at hand with reforms as specific as the construction of pub- 
lic granaries and the prohibition of hair powder.” 

Despite an occasional note of criticism, the doctrinal su- 
premacy of the Wealth of Nations thus remained virtually un- 
challenged from the date of its appearance in 1776 to the closing 


years of the eighteenth century. The economic thought, even 
more than the commercial policy and the financial practice, of 
Great Britain was dominated by Adam Smith. 


Adam Smith lectured at the University of Glasgow as pro- 
fessor of moral philosophy on “Justice, Police, Revenue, and 
Arms” from 1752 to 1764—this exclusive of his earlier course 
in Edinburgh. The lectures at once attracted attention. Reid, 
Smith’s academic successor, noted in 1764 that “there was a 
great spirit of inquiry abroad among the young people in Glas- 
gow,” and this result John Rae, Smith’s biographer, ascribes to 
Smith’s course: 

It had taught the young people to think. His opinions became the sub- 
jects of general discussion, the branches he lectured on became fashionable 
in the town, the sons of the wealthier citizens used to go to College to take 
his class though they had no intention of completing a university course, 

"W. P. Hall, British Radicalism, 1791-1797 (New York, 1912). 

" Ibid., p. 153. 
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stucco busts of him appeared in the booksellers’ windows, and the very pe- 
culiarities of his voice and pronunciation received the homage of imitation.”* 


More specifically, the lectures on politics and economics at- 
tained popularity. Mr. Rae is of the opinion that in regard to 
the doctrine of free trade “not the least remarkable result of his 
thirteen years’ work in Glasgow was that before he left he had 
practically converted that city to his views.” Certainly we 
know from contemporary evidence that during Smith’s profes- 
sorship in Glasgow many leading merchants of the city became 
“convinced proselytes of free trade principles.” Sir James Steu- 
art records his failure, in 1763, to “enlist them in favor of pro- 
tection” because “Smith had already succeeded in persuading 
them completely in favor of the free importation of corn.””* 

Of any direct and immediate influence exercised by Adam 
Smith’s lectures upon economic study and thought, I can find no 
trace. Mr. Rae inclines to the opinion that Foulis reprinted his 
economic tracts in 1750 at Smith’s suggestion; but there is no 
positive evidence as to this, and the occasion was more probably 
the economic awakening of which Adam Smith’s original lecture 
course was indeed a phase.” 

Of the size and composition of Smith’s audience we know 
nothing except that theological students seem to have formed 
a considerable part. The exposition itself was earnest and digni- 
fied, but neither eloquent nor stimulating. There is likewise no 
trace of any collateral accompaniment of the course in the form 
of required reading or class discussion. In a word, the influence 
of Adam Smith upon economic thought was exerted through the 
printed page. 


The earmarks of a scientific school have been defined by 
Higgs as “an alliance of persons, a community of ideas, an ac- 
knowledged authority and a combination in purpose, which 
banded them into a society apart.””’ So understood, the physio- 
crats were certainly not only “the first scientific school of politi- 
cal economy,” but, it might be added, the only school. 


® Op. cit., p. 59. 
™ Ibid., p. 61. Cf. p. 155, supra. 
® Ibid., p. 76. ™ The Physiocrats (London, 1897), p. 3. 
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It is in a less rigorous but perhaps in a more substantial and 
a more enduring sense that I have ventured to appraise Adam 
Smith as “the founder of a school.” The term “Smithians” is a 
barbarism, and “Smithianismus” has been vested with a depre- 
ciatory implication. But neither phrase suggests so intimately 
the quality of Adam Smith’s impress upon contemporary and 
succeeding opinion as the formal title here used. 

In a scintillating address, forming part of a course of lec- 
tures wherein British economists, much after the manner of the 
present series, have lately commemorated the hundred and fifti- 
eth anniversary of the Wealth of Nations, Dr. James Bonar has 
explored the textual use and real content of the term “the classi- 
cal economists.” The conclusion is reached, in agreement with 
the careful phrasing of the thinker whom we too can term “our 
lamented leader,” Alfred Marshall, that an author was not for 
him “classical” 
unless either by the form or the matter of his words or deeds he has stated 
or indicated architectonic ideas in thought or sentiment, which are in some 
degree his own and which once created, can never die but are an existing 
yeast ceaselessly working in the cosmos.”® 


This serves as prologue to the thesis that “broadly speaking, in 
the England of the 19th century the word [“‘classical”] stood for 
the followers of the Classical Tradition proceeding from the 
Wealth of Nations.” 

It is proper to appraise Adam Smith as the first and greatest 
of “the classical school.” But the warrant lies somewhat be- 
yond, although in general accord with, the criteria proposed. 
Adam Smith’s classicism, if the term may be ventured, his title 
as “the founder of a school,” lies in some degree in the formative 
quality of his thought. But much more it resides in the stimulus, 
often the original impetus given to succeeding thinkers to initi- 

™ The Tables Turned (London, 1926), p. 6. 

" Ibid., p. 7. The passage is extracted from a characteristic letter (Septem- 
ber 27, 1898) of Marshall to Bonar (Memorials of Alfred Marshall (ed. Pigou; 
London, 1925], p. 374). “With that definition,” Marshall continues, “I can to my 
own satisfaction. say pretty well whom I regard as classical economists. I think 
that such a large proportion of them wrote in the half century 1770-1820 that 
that is rightly called the classical epoch.” 
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ate and pursue inquiries into economic life, sometimes in sup- 
porting continuation of, more often in divergent opposition to, 
Smith’s principles. 

This influence is associated with the commentatorial activity 
of Dugald Stewart, the critical discipleship of Francis Horner 
and “the first Edinburgh reviewers,” and the intellectual enlist- 
ment of Thomas Robert Malthus, Jean Baptiste Say, and David 
Ricardo. 


Dugald Stewart succeeded his teacher, Adam Ferguson, in 
the chair of moral philosophy at Edinburgh in 1785. Following 
the traditional scope of Scotch philosophical teaching, the course 
of instruction included lectures on the theory of government and 
might naturally have been expected to broaden out so as to 
embrace an examination of economic institutions. 

But before this expansion had taken considerable shape, the 
reaction from the French Revolution had put fetters upon in- 
tellectua: freedom in Great Britain. Lord Cockburn records, 
in connection with Stewart’s presentation, in January-March, 
1793, to the Royal Society of Edinburgh of the Account of the 
Life and Writings of Adam Smith, referred to above, that the 
occasion was awaited with impatience by Stewart’s enemies in 
the confident hope that he would be led into indiscreet utter- 
ance. Stewart himself declared, some years later, that, at the 
time the Account was read, 


the doctrine of a Free Trade was itself represented as a revolutionary tend- 
ency; and some who had formerly prided themselves on their intimacy with 
Mr. Smith, and on their zeal for the propagation of his liberal system, began 
to call in question the expediency of subjecting to the disputations of philos- 
ophers, the arcana of State Policy, and the unfathomable wisdom of the 
feudal ages.®° 


As a matter of fact, in printing the memoir of Adam Smith, 
Stewart confined himself to “a much more general view” of the 
contents of the Wealth of Nations than he had originally in- 
tended,® and in later years he frankly explained the omission of 
“comments and criticisms” as made necessary by the then state 

” Collected Works, X, 87. " Tbid., p. 53. 
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of the public mind.** How well justified was this prudence is 
evidenced by the bitter protest in February, 1794, of Lord 
Abercromby—communicated to Stewart through Lord Craig— 
against essentially unoffending passages on “the use and abuse 
of general principles in politics” in Stewart’s Elements of the 
Philosophy of the Human Mind, published in 1792.** Stewart’s 
reply was a dignified and convincing refusal to make the recan- 
tation demanded. But with all, there was a certain discreet bend- 
ing to the storm: “As soon as I understood that the scope of 
some of my observations had been mistaken by a few whose 
characters I respect, I was anxious to guard against the possi- 
bility of such misapprehension” by the insertion of certain con- 
servative passages in the memoir of Adam Smith, and only the 
fault of the printer had delayed publication. Stewart added: 

I shall ever regret that I dishonored some ef my pages by mentioning 
with respect the name of Condorcet; but when my papers were sent to the 


press, he was quite unknown in any public capacity, and he enjoyed the 
friendship of the most respectable men in Europe. 


But, most significant of all, Stewart stated: 


Ever since I was Professor of Moral Philosophy, I have concluded my 
course with a set of Lectures on the English Constitution, the peculiar ex- 
cellencies of which I have always enlarged upon in the warmest and most 
enthusiastic terms. In treating of this subject, I have been so uniformly 
impressed with a sense of the importance of my situation, that among all 
the interesting questions which have, during the last nine years, divided 
our political parties, I have never introduced the slightest reference to any 
of them excepting in the single instance of the African trade, on which I for- 
merly expressed myself with some warmth;—and even these expressions I 
dropped from my course, as soon as it became matter of popular dis- 
cussion.®* 


Our knowledge as to the nature and substance of Stewart’s 
economic teaching from 1785 to 1793 rests entirely upon the 
scanty syllabus contained in his Outlines of Moral Philosophy, 

* Ibid., p. 87. 

™ Ibid., pp. Ixx-lxii. 

“ Ibid., pp. lxxii-Ixxiv. 
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first published in 1793.°° Part III of this general course treated 
“Of Man Considered as the Member of a Political Body.” It 
was subdivided into chapter i, “Of the History of Political Soci- 
ety,” and chapter ii, “Of the General Principles of Legislation 
and Government”; chapter ii was in turn subdivided into sec- 
tion i, “Of Political Economy”—comprising the four topics, 
“Population,” “National Wealth,” “Slavery,” and “Education” 
—and section ii, “Of the Different Functions of Government.” 

In explanation of the minor place given to politico-economic 
institutions, Stewart stated in the Preface to the Outlines: 

The branch of Moral Philosophy which relates to the Principles of Pol- 
itics being less abstract than the others, I have contented myself with a 
simple enumeration of the most important articles treated of in the third 
part of my course. It is scarcely necessary for me to mention, that, in this 
enumeration, I have not aimed at anything approaching to systematical 
arrangement; and that, in illustrating the titles it contains, I am obliged, 
by the term prescribed to my academical labours, to confine myself to very 
general sketches. As soon as my other engagements allow me sufficient lei- 
sure for such an undertaking, I shall attempt a separate Course of Lectures 
on this very extensive and difficult subject. 


The sensitive state of public opinion indicated by the recep- 
tion accorded the Elements in 1792 and the Account of Adam 
Smith in 1793 probably delayed the “separate course of lec- 
tures” beyond the time Stewart had contemplated. By 1800 the 
sky had cleared enough of revolutionary reaction, and Stewart’s 
position in the intellectual and social world had become suffi- 
ciently secure, to justify an independent survey. Accordingly, 
in the winter of 1799-1800, Stewart offered a separate course of 
lectures on political economy, the lectures on economic topics 
being then removed from the general course, and their place 

* T have not this 1793 edition and can infer its contents only from the second 
“enlarged” edition published in 1801, with a “postscript” explaining the altera- 
tions. Of this edition, the text in the Collected Works (VIII, 3-6), although a 
later redaction, gives a serviceable basis. I have also no exact knowledge of the 
economic content of the Elements (1792) since the Collected Works reprint a 
later edition. But it is unlikely to have been anything more than the section on 
the “use and abuse of general principles in politics” which excited Abercromby’s 
ire (supra). This section was retained unchanged with an explanatory note in the 
second (1802) edition and probably in the later editions of the Elements (see 
Collected Works, II, 219). 
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taken by “a few others, calculated to illustrate the peculiar and 
intimate connexion between this department of Politics and the 
more appropriate objects of Ethics.”** This “separate course” 
on political economy was repeated each year thereafter, practi- 
cally until Stewart’s retirement from academic office in 1809-10. 

Dugald Stewart’s “separate course,” in so far as appears 
from the imperfect record preserved, consisted of a preliminary 
survey of the scope and development of political economy fol- 
lowed by a detailed consideration of population, national wealth, 
the poor, and, possibly, of police and of education, the whole 
divided into many heads and subheads. The classification was, 
however, less in accord with any formal theory—although the 
later composed Introduction makes labored attempt to demon- 
strate this—than to avoid any slavish following of the plan 
Adam Smith had used. 

As a matter of fact, few of the topics, essential or incidental, 
of the Wealth of Nations escaped Stewart’s attention. From 
year to year the original was revised and supplemented, and 
after Stewart’s retirement from academic office there was fur- 
ther redaction with a view to ultimate publication. The com- 
pleted manuscript was, however, burnt by Stewart’s son in 1837 
or earlier, so that Sir William Hamilton, in editing the Lectures 
on Political Economy for their first publication in 1855,°" was 
obliged to have recourse to an earlier draft supplemented by stu- 
dent reports. 

Whatever uncertainty there may be as to the precise content 
of Dugald Stewart’s lectures, there is no doubt whatever as to 
their remarkable influence in encouraging interest in economic 
study and in stimulating independence in economic thinking. 
The announcement of the course created a sensation in academic 
and political circles. Revolutionary reaction had waned, but the 
public-mind opinion still associated such instruction with “ques- 
tions touching the constitution of government,” and “no ordi- 
nary audience could be collected to whom the elements and 
phraseology of the science were not matters of surprise.” In 

” Collected Works, VIII, 3. 

* Ibid., Vols. VIII and IX. 
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more advanced minds, the shock came from the formal entry of 
a “gospel of mammen” into the university curriculum. Lord 
Cockburn notes: 


It was not unusual to see a smile on the face of some, when they heard 
subjects discoursed upon seemingly beneath the dignity of the Academical 
Chair. The word corn sounded strangely in the Moral Class, and drawbacks 
seemed a profanation of Stewart’s voice.®* 


The attendance was small, the average number of students 
during the eight sessions being forty-nine, and the withdrawal 
of the course for want of students being at times contemplated.* 
But the quality of the student body was. extraordinary. After 
the death of Reid, in 1796, Stewart remained the only distin- 
guished philosophical teacher in Great Britain.*° The progress 
of the war had put restraint upon European travel, and a session 
in Edinburgh took the place of the “grand tour” in the education 
of young men for a public career. Political philosophy had been 
invested with a new and alluring interest by the debates of the 
preceding decade, and attendance upon such a course had the 
appeal of a daring venture. Indeed, the response came not only 
from undergraduates. Veitch notes that the class included “also, 
and even chiefly, an audience of riper years, especially members 
of the bar,”** and George Pryme, of Trinity College, Cambridge, 
records in 1819 that “several Members of our own University 
went from the South of England to pass the winter at Edin- 
burgh, for the purpose of attending them.” 

Some part of the effectiveness of the course was due to Stew- 
art’s amazing eloquence. Dr. John Thomson, professor of gen- 
eral pathology in the University of Edinburgh, declared that 
the two things by which he was most impressed in the course of 
his life were the acting of Mrs. Siddons and the oratory of 
Dugald Stewart.** James Mill’s testimony is even more striking: 

* John Veitch, “Memoir of Dugald Stewart,” Collected Works, X, li. 

® Ibid., pp. xviii, lii. 

” Leslie Stephen, Dictionary of National Biography, sub nom. 

" Collected Works, X, lv. 

" A Syllabus of a Course of Lectures on the Principles of Political Economy 
(2d ed.; Cambridge, 1819), pp. vii—viii. ™* Collected Works, X, xxxviii. 
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“T have heard Pitt and Fox deliver some of their most admired 
speeches; but I never heard anything nearly so eloquent as some 
of the lectures of Professor Stewart.’”** If, as Professor Bain 
suggests, this appreciation was the stirring of Mill’s own phil- 
osophical aptitude, there still remain Lord Cockburn’s opinion 
that “Dugald Stewart was one of the greatest of didactic ora- 
tors,”®* and Francis Horner’s tribute: 


It is not so much from the detail of particulars that I derive improve- 
ment from this amiable philosopher’s lectures, as from the general manner 
and spirit with which he unfolds his speculations, and delivers, in chaste 
and impressive language, the most liberal and benevolent sentiments, the 
most comprehensive and enlightened views.*¢ 


The correlation of economic discussion with general philo- 
sophical principles lent dignity to the treatment, and the elo- 
quence of the lecturer added to its attractiveness. But the at- 
tendants were not encouraged, perhaps were not even permitted, 
to remain admiring auditors. At the conclusion of his course at 
the 1803-4 session, Stewart remarked that he had intended “to 
have marked out a plan of reading on the different subjects 
which have been under our review.’*’ Lacking time for this and 
realizing that “‘an enumeration of a long list of books might, not 
improbably, have had the effect (at least with my younger hear- 
ers) of distracting the attention, by leading to the perusal of a 
multiplicity of discordant and inconsistent theories,” Stewart 
confined himself to “a few authors whose works appear to me 
most likely to be useful to you in the farther prosecution of these 
studies.” Following the general arrangement of his course, 
Stewart recommended, under the head of “Population,” Wal- 
lace’s On the Numbers of Mankind, Hume’s Of the Populous- 
ness of Ancient Nations, Malthus’ On the Principle of Popula- 
tion. With respect to “National Wealth,” the students were 
advised to study Adam Smith’s Wealth of Nations as “the book 

* Alexander Bain, James Mill: A Biography (London, 1882), p. 16. 

* Collected Works, X, xlv. 

* Leonard Horner (ed.), Memoirs and Correspondence of Francis Horner, 
M.P. (London, 1843), I, 130. 

" Collected Works, X, 458. 





ADAM SMITH 183 


with which the student may, with most advantage, begin his re- 
searches on this subject,”’ and thereafter to consult Sir James 
Steuart’s Inquiry into the Principles of Political Ziconomy, Tur- 
got’s Reflections on the Formation and Distribution of Riches, 
Mercier de la Riviere’s Natural and Essential Order of Political 
Societies, Dupont de Nemour’s Physiocratie, and Lauderdale’s 
Public Wealth. Upon the topic of “Legislation of Grain,” Smith’s 
Three Tracts on the Corn Laws was recommended; and upon 
“The Poor,” Eden’s The State of the Poor was particularized. 

The actual enrolment included, for the most part in the 
early sessions, James Mill, John Ramsay McCulloch, Thomas 
Chalmers, the Earl of Lauderdale, Henry Brougham, Francis 
Horner, Francis Jeffrey, Macvey Napier, Sydney Smith, Archi- 
bald Allison, Lord Webb Seymour, Henry Cockburn, Viscount 
Palmerston. These were the men who contributed most—as 
text-writers, as editors, as publicists, as reviewers, and as jour- 
nalists—to the revival of economic study in England in the dec- 
ade then beginning. 


The effect of Dugald Stewart’s instruction upon the student 
mind may be traced in the mental history of Francis Horner. 
Horner was born in 1778. He was a student at the University of 
Edinburgh from 1792 to 1795. During some part of this time 
he attended Stewart’s course in philosophy, and followed with 
interest the lectures dealing with economic principles. In 1795, 
to rid his speech of “the Scotch burr,” he was sent to England to 
pursue courses of study and reading. During this time he re- 
tained his interest in political economy. His letters to Lord 
Murray, then a student at Edinburgh, repeatedly express a de- 
sire to carry on economic discussion: “Let us be the Beaumont 
and Fletcher of metaphysics,” and, more specifically: “Come, I 
order you in the name of Hume, and Smith and Dugald Stewart, 
to select a question immediately, and to begin upon it in your 
very first letter.””*° 

* Ibid., p. liv. 


* A little later he adds: “The controversy would be much the better for our 
friend Brougham’s assistance and I shall give him a hint” (Memoirs, I, 91). 
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Horner returned to Edinburgh in October, 1797, to prepare 
for admission to the bar two years thereafter. He marked out an 
elaborate course of reading in literature, philosophy, jurispru- 
dence, and political economy. In particular, Condorcet and Tur- 
got engaged his interest, a collected edition of the latter’s eco- 
nomic writings being seriously contemplated. In November, 
1798, he enrolled as a member of “Stewart’s Class of Moral Phi- 
losophy,” and records, on February 19, 1799, that he had “en- 
tered on a plan, with Lord Webb Seymour, of discussing with 
him, after Stewart’s lecture, the different arguments or topics 
which it comprehended.” 

The first detailed reference to Stewart’s “separate course” 
is contained in a letter of January 23, 1800, to Erskine: 


Professor Stewart has lately begun a course of lectures on Political 
Economy; and though his plan is not quite so comprehensive as he proposes 
to render it next winter, yet I promise myself great instruction; and I hope 
he will at least have the influence to make this captivating science more 
popular than it has been for some time past, and that he will render us fa- 
miliar with those liberal enlarged views which he forms upon sciences. 


At this juncture (May, 1800) Horner realized that economic 
study was not merely a matter of texts, but of industrial observa- 
tion. He proceeds, accordingly, rather cumbrously to acquire 
acquaintance with actual industrial processes, beginning with 
the manufacture of tobacco pipes, “which is a very neat opera- 
tion,” and the manufacture of iron, which is “not only the soul 
of every other manufacture, but the mainspring perhaps of civ- 
ilized society.” He also aspires to acquire a facility of interro- 
gating “the lower orders,” possessed by Locke and Franklin in 
an eminent degree: 


To collect information from workmen is a matter of some address, for 
they are in general mere machines, and not unfrequently more ignorant, 
literally speaking, than the tools which they employ. I may gain sufficient 
practice of this address in the new manufactories that are in the neighbour- 
hood of this place, to prepare me for more ample opportunities. 


Horner enrolled in the second session of Stewart’s lectures 
in December, 1800, and supplemented classroom attendance by 
systematic reading of economic texts. He agreed with Lord 
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Webb to read, or rather re-read, the Wealth of Nations, and “to 
date from this day the commencement of a regular course of 
political economy” (I, 157). It is possible to follow almost week 
by week in Horner’s remarkable journal and correspondence his 
further development as a political economist, under the joint 
stimulus of Adam Smith’s text and Dugald Stewart’s comment. 
A single paragraph, of enough significance to atone for its length, 
must suffice: 


We have been under the necessity of suspending our progress in the 
perusal of the Wealth of Nations, on account of the insurmountable diffi- 
culties, obscurity, and the embarrassment in which the reasonings of the 5th 
chapter are involved. It is amusing to recollect the history of one’s feelings 
on a matter of this kind: many years ago, when I first read the Wealth of 
Nations, the whole of the first book appeared to me as perspicuous as it was 
interesting and new. Some time afterwards, while I lived in England, I at- 
tempted to make an abstract of Smith’s principal reasonings; but I was im- 
peded by the doctrine of the real measure of value, and the distinction be- 
tween nominal and real price: the discovery that I did not understand 
Smith, speedily led me to doubt whether Smith understood himself, and I 
thought I saw that the price of labour was the same sort of thing as the 
price of any other commodity; but the discussion was too hard for me, and 
I fled to something more agreeable because more easy. The next incident 
that I can recollect of this narrative, is the pleasure I received from finding 
in a pamphlet by Lord Lauderdale, of which Professor Dalzel gave me a 
copy, that what had puzzled me appeared decidedly erroneous to him, and 
was rejected without ceremony. Mr. Stewart also devoted an elaborate 
lecture to this curious subject; his refutation of Smith’s argument appeared 
to me at the time demonstrative, but the principles he proposed to substi- 
tute were not quite so satisfactory. The subject has again come before me, 
and I hope, with Lord Webb’s aid, not to quit it without making something 
of it. In utter despair, however, of conducting the investigation success- 
fully without more materials than Smith furnishes, we have betaken our- 
selves to some treatises in which the doctrine of money is examined in a 
more elementary manner. 


A striking exhibit of Dugald Stewart’s influence was the 
prominence of economic criticism in the newly founded Edin- 
burgh Review. Sydney Smith has described the circumstances 
under which the venture was conceived: 


Towards the end of my residence in Edinburgh, Brougham, Jeffrey, 
and myself happened to meet in the eighth or ninth story or flat in Buc- 
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cleugh Place, the then elevated residence of Mr. Jeffrey. I proposed that 
we should set up a Review; this was acceded to with acclamation; I was 
appointed editor and remained long enough in Edinburgh to edit the first 
number of the Review.1°° 


Francis Horner’s interest was promptly enlisted, and the 
initial number appeared in October, 1802—a larger product of 
Stewart’s lecture-room. The project was indeed designed to ef- 
fect practical reform rather than to afford philosophical exercise. 
From the outset it set itself to oppose in politics, in economics, 
and in jurisprudence that “timorous acquiescence in the actual 
system” which Walter Bagehot describes as a characteristic of 
the early nineteenth century.’” 

In the field of economic relations, its editors—idealists yet 
not dreamers—attempted nothing less than the formation and 
spread of 2 sound public opinion. “The principles of political 
economy were little understood,” was Sydney Smith’s opinion,’” 
enforced by citation of the charges of the judges to county juries 
a few years before that the prevailing scarcity of grain was due 
to combinations of farmers. Even in more enlightened circles, 
Francis Horner lamented, “the superstitious worship of Adam 
Smith’s name” stood as a bar to independent thought. 

Yet in economic affairs the Review served as something more 
than “the doctrinal organ of the Whigs.’”*** It became the ros- 
trum from which expert judgment—sometimes biased, often 
truculent, but rarely incompetent—appraised the economic writ- 
ings and happenings of the period. Over and above its achieve- 
ment in affairs, there was thus an educational service and a sci- 
entific contribution. In a troubled decade when stirring events 
were turning men’s minds to economic thinking, the Review was 
the only competent guide and expositor of economic literature 
intermediate between newspaper and treatise. Issue after issue 
was distinguished by some essay-like critique from the pen of 
Francis Horner, of Richard Jeffrey, of Sydney Smith, of Henry 

* Lady Holland, A Memoir of the Reverend Sydney Smith (London, 1885), 
I, 22-23. 

“The First Edinburgh Reviewers,” Works (Hartford, 1891), I, 13. 

 Ibid., p. 14. ™ Ibid. 
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Brougham—a little later, of Malthus, James Mill, and McCul- 
loch. 

The exactness with which the output of economic literature 
was followed is seen in a list of the leading economic papers ap- 
pearing in the first twenty or more issues of the Review: 


1802, Oct. Thornton, Inquiry into the Nature and Effects of the Paper 
Credit of Great Britain (1802). 

1803, Jan. Canard, Principes d’Economie Politique (1801). 

1803, Apr. Guineas an Unnecessary and Expensive Incumbrance on Com- 
merce (1802). 

1803, July. Lord King, Thoughts on the Restriction of Payments in Specie 
at the Banks of England and Ireland (1803). 

1803, Oct. Wheatley, Remarks on Currency and Commerce (1803). 

1804, Jan. Bishop of Landaff, Intended Speech on the National Debt 
(1803). 

1804, Apr. Dumont (ed.), Bentham’s Principles of Legislation (1802). 

1804, July. Earl of Lauderdale, Jnquiry into the Nature and Origin of Pub- 
lic Wealth (1804). 

1804, Oct. (a) Plans of National Improvement (1803); (b) Observations 
on the Bounty upon Exported Corn (1804). 

1805, Jan.1% 

1805, Apr. Toulongeon, De l’Usage du Numeraire dans un grand Etat 
(1804). 

1805, July. Earl of Lauderdale, Hints to the Manufacturers of Great Bri- 
tain (1805). 

1805, Oct. Earl of Selkirk, Emigration from Scotland (1805). 

1806, Jan. Earl of Liverpool, Treatise on the Coins of the Realm (1805). 

1806, Apr. Oddy, European Commerce (1805). 

1806, July. Macpherson, Annals of Commerce (1805). 

1806, Oct. Foster, Essay on the Principles of Commercial Exchanges 
(1804). 

1807, Jan. Filangieri, Science of Legislation (trans. Clayton; 1806). 

1807, Apr. Lord Henry Petty, Plan of Finance (1807). 

1807, July. Wheatley, Essay on the Theory of Money and Commerce 
(1807). 

1807, Oct. Inquiry into the Effects of the Principles of the Poor Laws 
(1807). 

1808, Jan. Spence, Britain Independent of Commerce (1807). 
™ There was default as to a long-delayed critique of Malthus’ Essay on 

Population: “The person into whose hands it was put, has disappointed us, from 

indolence or other occupations, or a sense of the difficulty and extent of Mr. Mal- 

thus’s speculations” (October, 1804, p. 191 n.). 
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1808, Apr. The Orders in Council (1808). 

1808, July. Newenham, Statistical and Historical Inquiry into the Popula- 
tion of Ireland. 

1808, Oct. Smith, Essay on the Theory of Money and Exchange (1807). 

1809, Jan. Pamphlets on West Indian Affairs (1808). 

1809, Apr. Spence, Agriculture the Source of the Wealth of Britain (1808). 


In addition to the detailed review of more important eco- 
nomic books, briefer notices were inserted of minor publications; 
and a “Quarterly List of New Publications” enumerated, under 
the heading “Political Economy,” tracts and pamphlets not oth- 
erwise noted. 

The quality of the reviews was in the main distinguished. A 
high standard was set at the very outset by Francis Horner’s 
notice of Thornton’s Paper Credit, published in the first num- 
ber. “The analysis of Thornton cost me a considerable degree 
of trouble,” recorded Horner in his journal, “but this labor has 
served to break up the ground in one of the most necessary fields 
of political economy.” However short of its author’s estimate 
the critique may have fallen, it succeeded in laying before an in- 
fluential public a succinct statement of the theory of paper 
money and an accurate description of the existing credit mech- 
anism, and at the same time suggested that which it did not ex- 
pose—the defects in Thornton’s explanation of the influence of 
the existing paper currency upon the actual state of prices.’” 

The temper of criticism was less admirable, being at times 
characterized by a certain eighteenth-century vehemence. Some- 
times this became Johnsonian. An unfortunate tract in defense 
of the bank restriction (Guineas an Unnecessary and Expensive 
Incumbrance on Commerce, 1802) was introduced with a para- 
graph which accords not unfairly with Jeffrey’s welcome to the 
Excursion: 

We have seldom met with a more contemptible performance. Ignorant 
of the very language of political ceconomy, and grossly mistaken in the first 
principles of the science, the author has the confidence to treat of the most 
difficult matters of finance, and to utter his crude half-formed and inco- 
herent opinions 

** Hollander, “Development of the Theory of Money from Adam Smith to 
David Ricardo,” op. cit., p. 454. 

** Edinburgh Review, April, 1803, p. ror. 
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In 1798 appeared a loosely printed octavo of some four hun- 
dred pages, An Essay on the Principle of Population, as it affects 
the Future Improvement of Society, with Remarks on the Spec- 
ulations of Mr. Godwin, M. Condorcet, and other Writers. The 
publication marked the entry of Thomas Robert Malthus into 
the field of economic discussion. The début was, however, as in- 
direct as it was masked. The Essay may be fairly described as 
a polemic participation in a running controversy in political sci- 
ence and social philosophy, rather than a deliberate contribu- 
tion to economic speculation. Its antecedents were socio-philo- 
sophical texts; its inspiration was political controversy. 

It has long been customary to imply this fact in the general 
summary that Malthus’ Essay was evoked by Godwin’s En- 
quirer. But such statement is misleading in encouraging the im- 
pression that the keynote of the Essay, “the principle of popula- 
tion,” sprang full armed from an economist’s brow. From the 
time of Montesquieu, speculation upon “the future improvement 
of mankind’ through political action had been a favorite phil- 
osophical diversion. With the development of the French Revo- 
lution and appearance of political radicalism, this debate as to 
“the perfectibility of man and of society”*** grew to engage “a 
considerable proportion of the public attention.” 

Political idealism had expressed itself in Wallace’s Pros- 
pects of Mankind (1761), in Godwin’s Political Justice (1793), 
and in Condorcet’s Progrés de ’ Esprit Humain (1794). Each of 
these advocates in clearing the ground of opposing argument 
had of necessity paid attention to the contention, already then 
familiar, that the pressure of population upon subsistence would 
arrest the well-being of the new order. Thus Wallace asserted 
that no difficulty would arise from this cause “till the whole 
earth had been cultivated like a garden, and was incapable of 
any further increase of produce.’”*°* Condorcet, while admitting 
the hypothetical possibility of an increase in the numbers of 
men beyond their means of subsistence, maintained that such 
an event could take place only “at an era, when the human race 
will have attained improvements, of which we at present can 

™ Preface, Essay (1798), p. ii. 

* Ibid., p. 7. ” Ibid., p. 143. 
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scarcely form a conception.”**° Godwin declared more vaguely 
that “myriads of centuries of still increasing population may 
probably pass away, and the earth be still found sufficient for 
the subsistence of its inhabitants”;*** while even thereafter 
“when the earth shall refuse itself to a more extended popula- 
tion” mankind through the decline of the sexual instinct “will 
probably cease to propagate.””*** 

To Malthus, casting about for a vulnerable point in the 
larger issue, such treatment seemed cavalier: “All the writers 
on the perfectibility of man and of society, who have noticed 
the argument of an overcharged population, treat it always very 
slightly, and invariably represent the difficulties arising from it, 
as at a great and almost immeasureable distance.”*** 

The Essay was thus neither novel in purpose nor original in 
argument. The central doctrines of Condorcet’s Progrés and 
Godwin’s Political Justice—human perfectibility and “adminis- 
trative nihilism”—had already been assailed from more than 
one quarter. The eventual pressure of mankind upon subsis- 
tence had been noted by writers of the seventeenth and eight- 
eenth centuries, to the extent of becoming a commonplace in 
conjectural history. The application of this “principle of popu- 
lation’ —even the term had been used by Arthur Young and by 
Godwin***—in opposition to schemes of social regeneration had 
become so familiar that the later political idealists reviewed it 
only as a familiar objection of the market place. Malthus en- 
tered the lists with a weapon sharpened and furbished, but not 
new in the sense of one theretofore unknown or even unused. 

The real significance of what Malthus did was precisely 
what Ricardo did a decade later in the matter of the theory of 
money: to revive a familiar argument in a pending controversy, 
to clarify it by precise definition, to fortify it by positive evi- 

™ Ibid., p. 152. 

™ Enquiry concerning Political Justice, II (1793), 861. 

™? Tbid., p. 871. 

™ Essay, p. 142. 


™ Political Arithmetic (London, 1774), p. 61; Political Justice (London, 
1793), Book VIII, chap. vii, title. ’ 
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dence, to maintain it thereafter against controversial assault, 
and to establish it not so much as the barrier to the doctrine of 
social perfectibility, but as a factor to be reckoned with in the- 
ories of economic distribution. 

In doing this, not only did Malthus the political contro- 
versialist become Malthus the economist, but the writing and 
thinking incident to the controversy passed from political to eco- 
nomic. “Originally he had used the principle of population mere- 
ly as a weapon in his argument with his father about perfecti- 
bility.”"** But, from the appearance of the Essay, “he studied it 
for its own sake.” In part this was due to the intense resentment 
which the doctrine created and the necessity for defending it 
from acrimonious attack; in part it was the response of Mal- 
thus’ awakened interest as thinker and student. 

The transition is apparent in the chronicle of Malthus’ writ- 
ings. Before the Essay in 1798, Malthus had only written The 
Crisis, “a Whig tract” never published.“* Thereafter his activi- 
ty was incessant. In 1800 appeared An Investigation of the 
Cause of the Present High Price of Provisions, still without sig- 
nature. The second edition of the Essay was published over his 
full name in a stout quarto in 1803; the third in two octavo vol- 
umes in 1806, with an Appendix containing replies to critics, also 
published separately in quarto the same year; and the fourth 
without change in 1807. The Letter to Samuel Whitbread upon 
the proposed amendment to the poor-law saw light in March, 
1807, and a paper on the economic condition of Ireland in the 
Edinburgh Review in July, 1808. More important than the fore- 
going was Malthus’ relinquishment of active clerical duties to 
accept the professorship of history and political economy at the 
newly established Haileybury College in 1807. It was the first 
academic recognition of the science in England proper, and 
Malthus’ incumbency lent new dignity to the study and afforded 
favorable occasion for its pursuit. 

At the time the first edition of the Essay appeared, Malthus 

“Edwin Cannan, History of the Theories of Production and Distribution 
(London, 1893), p. 133. 

™° James Bonar, Malthus and His Work (1924 reprint), p. 7. 
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as an economist was in all essentials in agreement with Adam 
Smith. His acquaintance with economic literature was inconsid- 
erable, hardly extending beyond Hume, Adam Smith, Godwin, 
Wallace, Price, Condorcet; and his interest in economic princi- 
ples was minor, being subordinate to political science and social 
philosophy. In so far, however, as his economic opinions had 
any form, they were those of the Wealth of Nations. A chapter 
(xvi) of the Essay was devoted to the “probable error of Doctor 
Adam Smith in representing every increase of the revenue or 
stock of a society as an increase in the funds for the maintenance 
of labour.”’ But it was introduced “with that diffidence, which I 
ought certainly to feel, in differing from a person so justly cele- 
brated in the political world,”’”’ and it rested on the very doubt- 
ful ground that only an increase of foodstuffs and not of man- 
ufactures could have “the same good effect upon the condition 
of the poor.’’*** 

Beyond this there was deferential agreement. Adam Smith 
was one of the four authors “from whose writings I had deduced 
the main argument of the essay.”"*® Legislative intervention “to 
repress inequality of fortunes” was undesirable since “perhaps 
the generous system of perfect liberty, adopted by Dr. Adam 
Smith, and the French ceconomists, would be ill exchanged for 
any system of restraint.’**° Adam Smith’s observations on the 
relation of potato culture to population were cited with ap- 
proval.’** The government of exclusive companies of merchants, 
“as Dr. Adam Smith says very justly,” was the worst of all pos- 
sible governments,'** and as to the respective effects of national 
parsimony and profusion, “Dr. Adam Smith’s position is evi- 
dently true.”*** 

A critical exposition of the Wealth of Nations probably 
formed the nucleus of Malthus’ Haileybury lectures. We have 
no means of knowing the form and content of the commentary. 
The Inquiry into the Nature and Progress of Rent, published in 
1815, contained “the substance of some notes on Rent, which, 

™ Op. cit., p. 302. 

™® Ibid., p. 321. ™ Tbid., pp. 136-37. 

™ Ibid., Preface (2d ed., 1803). ™ Ibid., p. 103. 

™ Ibid., pp. 287-88 n. ™ Ibid., p. 284. 
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with others on different subjects relating to political economy,” 
Malthus had “collected in the course of his professional duties 
at the East India College.’’** In January, 1815, Ricardo could 
write to Malthus: “I hope your notes on Adam Smith are in 
great forwardness and ready for early publication.”*** Only one 
set of student’s notes, taken many years later, exists; and this, 
Dr. Bonar records, “adds little to our knowledge of Malthus.”’*° 
Ricardo’s forecast is perhaps the fairest estimate: “I expect 
that they will not only be very useful in giving correct notions to 
the public, but also in calling the attention of those who are well 
informed in the science of political economy to many points 
which have hitherto escaped their consideration.”** 


Jean Baptiste Say was born in Lyons on January 5, 1767, of 
a Protestant family which had been obliged to flee from France 
at the revocation of the Edict of Nantes, but which returned to- 
ward the middle of the eighteenth century.** Young Say re- 
ceived a good education, but through family reverses he was 
taken from school and put in a business office in Paris. Later, 
with his brother Horace, he went to complete his commercial 
studies in England, where the two lads were placed en pension 
in the village of Croyden. After a second commercial appren- 
ticeship in London he returned to France, retaining a profound 
impression of his sojourn in England. He became an employee 
of a life insurance company, of which Claviére, later minister 
of finance, was manager. Claviére owned a copy of Adam Smith, 
of which no translation had yet been made into French. At his 
suggestion, Say read the book. “At once he sent for a copy 
to London, studied it, annotated it and thereafter kept it by 
him.’’22° 

™ Advertisement. 

% J. Bonar (ed.), Letters of Ricardo to Malthus, 1810-1823 (Oxford, 1897), 
p. 56. 

™ J. Bonar, in Palgrave, Dictionary of Political Economy, s.v. “Malthus.” 

™ Letters of Ricardo to Malthus, p. 56. 

% A Clément, in Coquelin et Guillaumin, Dictionnaire de L’Economie Poli- 
tique (Paris, 1873), s.v. “J. B. Say.” 

™ Ibid.; cf. Gide and Rist, History of Economic Doctrines (Eng. trans.), 
P. 104, citing J. B. Say’s letter to his brother, Louis Say, in 1827 (CZuvres diverses, 
P. 545). 
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Professor Charles Gide ranks Say with Adam Smith and 
Ricardo as “amongst the fathers of economic science,” even 
though “very inferior to the first as regards historical and philo- 
sophical knowledge and to the second in originality and depth 
of view.’”*° There is likely to be agreement with Gide’s further 
detail that Say introduced a terminology and a schematization 
which served as “a model for innumerable subsequent treatises” ; 
that he developed doctrines which, even though now “generally 
discarded,” have “none the less exercised an enormous influ- 
ence”; and that he “contributed fundamental ideas which will 
always be highly valued in the science.” 

Notable, too, was Say’s influence in spreading interest in 
economic study. His most important work, the Traité d’Econo- 
mie Politique, passed through many editions and was “the first 
really popular treatise in political economy ever published in 
France.” It was widely translated and circulated. An American 
reprint (Philadelphia, 1830) of Prinsep’s London translation of 
the fourth edition, with an Introduction and notes by Clement 
C. Biddle, was perhaps the most influential manual among seri- 
ous students of political economy in the United States up to the 
Civil War. 


The early life of David Ricardo is a remarkable story of 
self-help.** Within a few years, probably before he was twenty- 
six, he had secured for himself economic independence. The 
problem of material cares disposed of, Ricardo allowed himself 
some relaxation from intent business activity. In part following 
an inclination of his boyhood, in part through the example and 
urging of a friend “with whom he was then very intimate,” the 
young stockbroker devoted a part of his leisure to the popular 
branches of natural science—mathematics, chemistry, geology, 
and mineralogy. Many years later his sister told of having been 
invited as a child to witness some of the electrical experiments 
which Ricardo conducted with all the naive pride of an amateur 

™ C. Gide, in Palgrave, Dictionary of Political Economy, s.v. “J. B. Say.” 


™ Hollander, David Ricardo: A Centenary Estimate (Baltimore, 1910), pp. 
35-38, from which the succeeding paragraphs have been taken. 
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physicist; and Fonteyraud, and after him Garnier, state, per- 
haps upon the same authority, that he was one of the first to in- 
troduce illuminating gas in his residence. But even more than 
chemistry, geology and in particular mineralogy attracted Ri- 
cardo’s attention, and either at this time or a little later, he fitted 
up a laboratory and formed a collection of minerals. The begin- 
nings of modern geological study in England are curiously asso- 
ciated with the Society of Friends, and it is possible that Ricardo 
may have been drawn into this coterie through his wife’s connec- 
tions. He does not appear to have been a member of the Askesi- 
an Society, founded in 1796, or of the British Mineralogical 
Society, organized in 1799. But a few years later these two or- 
ganizations first merged and then reappeared as the Geological 
Society, a kind of semi-scientific club, formed by thirteen men 
dining together at the Freemason’s Tavern on November 13, 
1807, and meeting in a similar way once a month thereafter. 
Ricardo, although not one of the original thirteen, became a 
member of the Society in 1808, and continued more or less ac- 
tively interested in its affairs until his death. 

The history of science presents more than one example of 
an almost accidental circumstance being responsible for the orig- 
inal interest of a master-mind in the particular subject matter 
with which it was thereafter to be conspicuously identified. Cer- 
tainly, casual episode was responsible for Ricardo’s attraction to 
formal economic study. The “Annual Obituary” memoir refers 
to the circumstance, and McCulloch repeats the story. But the 
more direct and graphic version is Hobhouse’s: 


March 2 [1822].—Dined with Lambton—an immense party and splen- 
did dinner. I sat next to Ricardo, who told me that he never thought of po- 
litical economy till happening one day, during an illness of his wife, to be 
at Bath, he saw an Adam Smith in a circulating library, and turning over a 
page or two ordered it to be sent to his house. He liked it so much as to 
acquire a taste for the study.1*? 


We can well understand that as a substantial, well-informed 
man of affairs, Ricardo’s attention must have been arrested by 
the remarkable economic events that were taking place about 


™ Lord Broughton, Recollections of a Long Life, II (1909), 179. 
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him. Even a mind less favorably endowed or an experience less 
admirably equipped would have been tempted to inquire as to 
the cause and extent of such conspicuous phenomena as the rise 
in general prices, the fluctuations in foreign exchange, and the 
perplexing interrelations of rents and profits. It is not to be 
doubted that Ricardo early entertained intelligent views on these 
subjects; but at best they were independent and detached opin- 
ions differing only in degree of intimacy from the sentiments 
which so thoughtful an observer would have formed upon cur- 
rent social and political conditions. There was need of a deter- 
mining impulse which should both definitely engage his intellect 
in economic speculation, and at the same time supply the posi- 
tive structure to which an essentially critical mind should attach, 
either in affirmation or dissent, its own views. This impulse 
came in the form of acquaintance with Adam Smith’s work. We 
are told that Ricardo was from the very first highly gratified by 
its perusal, and that the inquiries with which it is concerned 
continued thenceforth to engage a considerable share of his 
time. The story may be apocryphal, although there is no reason 
for assuming this; in any event, the fact is unessential. It is 
enough to know that in the very prime of his mental powers, 
when a material career had already been achieved, Ricardo’s at- 
tention was definitely drawn to economic speculation by atten- 
tive reading of an economic treatise. “It is, within restricted 
limits,” declared Fonteyraud, “the history of Archimedes’ bath, 
of Newton’s apple, of Torricelli’s lamp, of Watt’s kettle; the 
history in a word of all intellectual germs which a ray of light 
fructifies.” 


The list might indeed be extended: James Mill, who, pre- 
destined for the ministry, nevertheless enrolled in Dugald Stew- 
art’s “separate course” in 1793: “All the years I remained about 
Edinburgh, I used, as often as I possibly could, to steal into 
Mr. Stewart’s class to hear a lecture, which was always a high 
treat.” Years before he had made “the aspiring Scotchman’s 
venture upon London,” endowed with high intellectual accom- 
plishments and great bodily charm—‘“The short breeches of the 
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time showed a leg of perfect form,” Professor Bain meticulously 
records—Mill paid ample tribute to Stewart’s impress: “The 
taste for the studies which have formed my favorite pursuits, 
and which will be so till the end of my life, I owe to him.”*** 

John Ramsay McCulloch, who commenced his studies at the 
University of Edinburgh in 1805, and of whom we are told: 
“Though he attended several of the classes in the University he 
gave his almost undivided attention to that department of sci- 
ence which he has done so much to illustrate and elucidate.”*™* 

Even Mrs. Marcet led her docile pupil along the way ap- 
pointed by Adam Smith, with only a measure of uneasiness as 
to “some passages” when a second edition of the Conversations 
was imminent: “If she begins to listen to our controversy,” 
wrote Ricardo to Malthus, in comment upon her application for 
counsel, “the printing of her book will be long delayed; she had 
better avoid it, and keep her course on neutral ground. I believe 
we should sadly puzzle Miss Caroline, and I doubt whether Mrs. 
B. could clear up the difficulty.’*** 


Dugald Stewart, Francis Horner and the Edinburgh review- 
ers, Thomas Robert Malthus, Jean Baptiste Say, David Ri- 
cardo were the notable figures in the early building of “the 
classical political economy.” Torrens, De Quincey, Senior con- 
tributed elements in the next decades; but the outline and plan 
of the main structure had then already been determined. Of this 
major group, Adam Smith was not only the first and greatest but 
the master. Quite apart from positive contribution of matter 
and doctrine, his work evoked the first interest and inspired the 
succeeding effort of the company whose later performance de- 
termined the scope and content of our science in the richest pe- 
riod of its history. In this far-reaching sense Adam Smith is to 
be acclaimed “the founder of a school.” 

Jacos H. HoLLANDER 

Jouns Hopxins UNIVERSITY 

™ Bain, op. cit., pp. 16-17. 

™ Biographical Notice of John Ramsay McCulloch, Esq. (London, 1865), 
Pp. 3. 

™ Bonar (ed.), Letters of Ricardo to Malthus, p. 133. 











ADAM SMITH AND LAISSEZ FAIRE** 





I. THE HARMONIOUS ORDER OF NATURE 


An endeavor to make a just appraisal of Adam Smith’s orig- 
inal contributions to economic doctrine would even today be a 
task of extraordinary difficulty. On the one hand, what was 
serviceable in his doctrines has become so thoroughly incor- 
porated in our modern thinking that we discover it upon the 
slightest provocation in whatever we may read that was written 
before his day, and we are especially prone to make a virtue of 
obscurity in his predecessors by taking it for granted that it 
conceals premature insight rather than unduly prolonged lack 
of it. On the other hand, there is always great danger lest what 
we credit to a writer as priority of doctrine may not in reality be 
merely an indecent exposure of our own ignorance concerning 
his predecessors. There is much weight of authority and of evi- 
dence, however, that Smith’s major claim to originality, in 
English economic thought at least, was his detailed and elaborate 
application to the wilderness of economic phenomena of the uni- 
fying concept of a co-ordinated and mutually interdependent 
system of cause and effect relationships which philosophers and 
theologians had already applied to the world in general. Smith’s 
doctrine that economic phenomena were manifestations of an 
underlying order in nature, governed by natural forces, gave to 
English economics for the first time a definite trend toward 
logically consistent synthesis of economic relationships, toward 
“system-building.” Smith’s further doctrine that this underly- 
ing natural order required, for its most beneficent operation, a 
system of natural liberty, and that in the main public regulation 

* Lecture delivered at the University of Chicago on January 21, 1927, in a 


series commemorative of the one hundred and fiftieth anniversary of the publica- 
tion of the Wealth of Nations. 


* References to Adam Smith’s writings are to the following editions: His- 
tory of Ancient Physics, and Theory of Moral Sentiments, in “Essays Philosophi- 
cal and Literary by Adam Smith” (Ward, Lock & Co., London, n.d.); Wealth of 
Nations, Cannan edition; Lectures, Cannan, editor. 
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and private monopoly were corruptions of that natural order, at 
once gave to economics a bond of union with the prevailing phi- 
losophy and theology, and to economists and statesmen a pro- 
gram of practical reform. 

Smith was the great eclectic. He drew upon all previous 
knowledge in developing his doctrine of a harmonious order in 
nature manifesting itself through the instincts of the individual 
man. The oldest source in which he expressly finds an approach 
to his own views is in the science of the classical philosophers: 
“In the first ages of the world . . . . the idea of a universal 
mind, of a God of all, who originally formed the whole, and who 
governs the whole by general laws, directed to the conservation 
and prosperity of the whole, without regard to that of any pri- 
vate individual, was a notion to which [the Ancients] were ut- 
terly strangers . . . . [but] as ignorance begot superstition, 
science gave birth to the first theism that arose among those na- 
tions, who were not enlightened by divine Revelation.” 

The Roman jus naturale, through Grotius and Pufendorf, 
strongly influenced Smith’s thinking. The Renaissance empha- 
sis on the individual, the naturalistic philosophy of Shaftesbury, 
Locke, Hume, Hutcheson, the optimistic theism of the Scotch 
philosophers, the empiricism of Montesquieu, were more imme- 
diate and more powerful influences. Science, philosophy, the- 
ology, psychology, history, contemporary observation of facts— 
all of them were made to produce, under Smith’s capable man- 
agement, an abundance of evidence of the existence of an order 
in nature in which beneficent intentions toward mankind could 
be discerned. If Smith at times showed more catholicity than 
scientific discrimination in what he accepted as supporting ev- 
idence, if some of this evidence appeared upon close scrutiny 
to be conjectural, contradictory, irrelevant, or inconclusive, the 
richness of argument, the power of his exposition, the attractive- 
ness of his conclusions served to overwhelm the captious critic 
and to postpone closer scrutiny to a later day. 

Smith’s major claim to fame, as I have said, seems to rest 
on his elaborate and detailed application to the economic world 
of the concept of a unified natural order, operating according to 
* History of Ancient Physics, pp. 391, 392. 
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natural law, and if left to its own course producing results bene- 
ficial to mankind. On every detail, taken by itself, Smith ap- 
pears to have had predecessors in plenty. On few details was 
Smith as penetrating as the best of his predecessors. There had 
been earlier pleas for freedom of internal trade, freedom of for- 
eign trade, free trade in land, free choice of occupations, free 
choice of place of residence. Some philosophers, notably Shaftes- 
bury and Smith’s own teacher, Hutcheson, had already extended 
to economic phenomena, though sketchily, the concept of an 
underlying natural order manifesting itself through the opera- 
tion of physical forces and individual psychology. But Smith 
made an original forward step when he seriously applied him- 
self to the task of analyzing the whole range of economic proc- 
ess with the purpose of discovering the nature of the order which 
underlay its surface chaos. Claims have been made for the 
Physiocrats, but the evidence indicates that Smith had already 
formulated his central doctrine before he came into contact with 
them or their writings. As early as 1755 Smith had publicly 
asserted his claim to priority, as against some unnamed rival, in 
applying to the economic order the system of natural liberty. In 
doing so, he cited a lecture, delivered in 1749, which even in the 
fragment which has survived contains the essence of his fully 
developed doctrine, as expounded in the Wealth of Nations. It 
even uses an English equivalent of the very phrase “laissez 
faire,” which the Physiocrats were soon to make the war cry of 
the system of natural liberty. 


Projectors disturb nature in the course of her operations on human af- 
fairs, and it requires no more than to leave her alone and give her fair play 
in the pursuit of her ends that she may establish her own designs 
Little else is required to carry a state to the highest degree of affluence from 
the lowest barbarism but peace, easy taxes, and a tolerable administration of 
justice; all the rest being brought about by the natural course of things. 
All governments which thwart this natural course, which force things into 
another channel, or which endeavor to arrest the progress of society at a 
particular point, are unnatural, and, to support themselves, are obliged to 
be oppressive and tyrannical.* 


In his Theory of Moral Sentiments, Smith develops his sys- 
tem of ethics on the basis of a doctrine of a harmonious order 
* Rae, Life of Adam Smith, p. 62. Italics mine. 
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in nature guided by God, and in an incidental manner applies 
his general doctrine with strict consistency to the economic or- 
der. In his later work, the Wealth of Nations, Smith devotes 
himself to a specialized inquiry into the nature of the economic 
order. It is a commonplace among the authorities on Adam 
Smith that it is impossible fully to understand the Wealth of 
Nations without recourse to the Theory of Moral Sentiments. 
The vast bulk of economists, however, who have read the Wealth 
of Nations without reading the Theory of Moral Sentiments, 
have not regarded Smith’s masterpiece as an obscure book, as 
one especially hard to understand. On the other hand, the very 
authorities who are most emphatic in asserting the need of refer- 
ence to the Theory of Moral Sentiments to understand the 
Wealth of Nations, once they embark upon their self-imposed 
task of interpreting the latter in the light of the former, be- 
come immersed in difficult problems of interpretation for which 
scarcely any two writers offer the same solution. The system of 
individual liberty is much in evidence among the interpreters of 
Smith, but that natural harmony which should also result is 
strikingly lacking. The Germans, who, it seems, in their methodi- 
cal manner commonly read both the Theory of Moral Senti- 
ments and the Wealth of Nations, have coined a pretty term, 
Das Adam Smith Problem, to denote the failure to understand 
either which results from the attempt to use the one in the inter- 
pretation of the other. I will endeavor to show that the diffi- 
culties of the authorities result mainly from their determination 
to find a basis for complete concordance of the two books, and 
that there are divergences between them which are impossible of 
reconciliation even by such heroic means as one writer has 
adopted of appeal to the existence in Smith’s thought of a Kan- 
tian dualism. I will further endeavor to show that the Wealth 
of Nations was a better book because of its partial breach with 
the Theory of Moral Sentiments, and that it could not have re- 
mained, as it has, a living book were it not that in its methods of 
analysis, its basic assumptions, and its conclusions it abandoned 
the absolutism, the rigidity, the romanticism which characterize 
the earlier book. 
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Il. THE “THEORY OF MORAL SENTIMENTS” 


In the Theory of Moral Sentiments, Smith develops the 
doctrine of a beneficent order in nature, manifesting itself 
through the operation of the forces of external nature and the 
innate propensities implanted in man by nature. The moral sen- 
timents, self-interest, regulated by natural justice and tem- 
pered by sympathy or benevolence, operate in conjunction with 
the physical forces of nature to achieve the beneficent purposes 
of Nature. Underlying the matter-of-fact phenomena of human 
and physical nature is benign Nature, a guiding providence, 
which is concerned that natural processes shall operate to pro- 
duce the “happiness and perfection of the species.” Smith is 
unfortunately far from explicit as to just how Nature makes 
certain that nature shall not betray the former’s intentions, 
though he does say that Nature dictates to man the laws which 
he shall follow.* It seems, however, that the essence of Smith’s 
doctrine is that Providence has so fashioned the constitution of 
external nature as to make its processes favorable to man, and 
has implanted ab initio in human nature such sentiments as 


would bring about, through their ordinary working, the happi- 
ness and welfare of mankind. The many titles by which this 
beneficent Nature is designated must have taxed severely the 
terminological resources of the Scotch optimistic theism. Among 
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them are: “the great Director of Nature,’ “the final cause, 
“the Author of Nature,’” “the great judge of hearts,’”* “an invis- 
ible hand,’ “Providence,”*® “‘the divine Being,”™ and, in rare 
instances, “God.’** Smith definitely commits himself to the 
theism of his time. The harmony and beneficence to be per- 
ceived in the matter-of-fact processes of nature are the results 
of the design and intervention of a benevolent God. 

The idea of that divine Being, whose benevolence and wisdom have, 
from all eternity, contrived and conducted the immense machine of the uni- 

“Theory of Moral Sentiments, p. 75. 

* Ibid., p. 71 n. ® [bid., p. 163. 

* Ibid., p. 80. * Ibid., p. 163. 

* Ibid., p. 96. * [bid., p. 210. 

* Ibid. * Ibid., pp. 80, 97. 
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verse, so as at all times to produce the greatest quantity of happiness, is cer- 
tainly of all the objects of human contemplation by far the most sublime. 
.. . . The administration of the great system of the universe, .... the 
care of the universal happiness of all rational and sensible beings, is the 
business of God and not of man. To man is allotted a much humbler de- 
partment, but one much more suitable to the weakness of his powers, and 
to the narrowness of his comprehension; the care of his own happiness, of 
that of his family, his friends, his country.?* 

Thus self-preservation, and the propagation of the species, are the 
great ends which Nature seems to have proposed in the formation of all 
animals. But though we are . . . . endowed with a very strong de- 
sire of those ends, it has not been intrusted to the slow and uncertain deter- 
minations of our reason to find out the proper means of bringing them 
about. Nature has directed us to the greater part of these by original and 
immediate instincts. Hunger, thirst, the passion which unites the two sexes, 
the love of pleasure, and the dread of pain, prompt us to apply those means 
for their own sakes, and without any consideration of their tendency to 
those beneficent ends which the great Director of nature intended to pro- 
duce by them.* 


Society can get along tolerably well even though benefi- 
cence is absent and self-interest and justice alone operate. ‘“So- 
ciety may subsist among different men, as among different mer- 
chants, from a sense of its utility, without any mutual love or 
affection; and though no man in it should owe any obligation, 
or be bound in gratitude to any other, it may still be upheld by 
a mercenary exchange of good offices according to an agreed 
valuation.” Beneficence “is the ornament which embellishes, 
not the foundation which supports, the building 
tice, on the contrary, is the main pillar that upholds the whole 
edifice.” “Society may subsist, though not in the most comfort- 
able state, without beneficence; but the prevalence of injustice 
must utterly destroy it.””* 

There are no serious flaws in the harmonious operation of 
natural forces, even in the economic order, where self-interest, 
which is ordinarily a virtue, but if not regulated by justice may 
degenerate into vice, is the most powerful of the impulses to 
action: 

If we consider the general rules by which external prosperity and ad- 
versity are commonly distributed in this life, we shall find, that notwith- 


* Ibid., p. 210. * Ibid., p. 71 n. * Ibid., p. 79. 
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standing the disorder in which all things appear to be in this world, yet even 
here every virtue naturally meets with its proper reward, with the recom- 
pense which is most fit to encourage and promote it; and this too so surely, 
that it requires a very extraordinary concurrence of circumstances entirely 
to disappoint it. 

What is the reward most proper for encouraging industry, prudence, 
and circumspection? Success in every sort of business. And is it possible 
that in the whole of life these virtues should fail of attaining it? Wealth and 
external honours are their proper recompense, and the recompense which 
they can seldom fail of acquiring.® 


The poorer classes have little if any ground for complaint 
as to their lot in life, and no reason to seek to improve it except 
by methods which contribute to the general welfare of society. 
“In the middling and inferior stations of life, the road to virtue 
and that to fortune . . . . are, happily, in most cases, very 
nearly the same The good old proverb, therefore, that 
honesty is the best policy, holds, in such situations, almost al- 
ways perfectly true.’’’* Beneficent Nature so operates the ma- 
chinery behind the scenes that even inequality in the distribu- 
tion of happiness is more apparent than real: 

[The rich] are led by an invisible hand to make nearly the same dis- 
tribution of the necessaries of life which would have been made had the 
earth been divided into equal portions among all its inhabitants, and thus 
without intending it, without knowing it, advance the interest of the society, 
and afford means to the multiplication of the species. When Providence di- 
vided the earth among a few lordly masters, it neither forgot nor abandoned 
those who seemed to have been left out in the partition. These last, too, 
enjoy their share of all that it produces. In what constitutes the real happi- 
ness of human life, they are in no respect inferior to those who would seem 
so much above them. In ease of the body and peace of the mind, all the 
different ranks of life are nearly upon a level, and the beggar, who suns 
himself by the side of the highway, possesses that security which kings are 
fighting for.* 


Smith concedes that the processes of nature operate at 
times with what, by man’s standards, are results so unjust that 
they arouse our indignation: 


* Ibid., p. 146. 
* Ibid., 58. * Ibid., p. 163. 
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Fraud, falsehood, brutality, and violence, . . . . excite in every hu- 
man breast such scorn and abhorrence, that our indignation rouses to see 
them possess those advantages which they may in some sense be said to 
have merited, by the diligence and industry with which they are sometimes 
attended. The industrious knave cultivates the soil, the indolent man 
leaves it uncultivated. Who ought to reap the harvest? Who starve, and 
who live in plenty? The natural course of things decides it in favour of the 
knave; the natural sentiments of mankind in favour of the man of virtue.?® 


This is a familiar dilemma of the optimistic theology, but 
Smith is precluded from adopting the familiar solution that “the 
ways of the Lord are inscrutable” by the fact that he is at the 
moment engaged in the task of formulating with great precision 
and assurance just what the ways of the Lord are. A contempo- 
rary economist of Adam Smith, Josiah Tucker, who was also by 
the necessity of his profession a theologian, when faced with an 
apparent conflict between the processes of nature and the “fun- 
damental Principle of Universal Benevolence” found an in- 
genious solution in the conclusion a priori that there must be 
something wrong in the appearance of things: “I conclude a 
priori, that there must be some flaw or other in the preceding Ar- 
guments, plausible as they seem, and great as they are upon the 
foot of human Authority. For though the Appearance of Things 
makes for this Conclusion . . . . the Fact, itself, cannot be 
so.”*? Smith also succeeded in keeping his theory alive when 
the force of conflicting fact seemed to threaten to destroy it, but 
his method was more gentle to the facts. Man has been given 
by nature one standard by which to judge it, but nature has 
retained another and different standard for itself. “Both are 
calculated to promote the same great end, the order of the world, 
and the perfection and happiness of human nature.” Only an 
inordinately exacting critic would suggest that this solution is 
not wholly satisfactory, since Smith can have logically reached 
it only by applying to nature its own standard, which it was not 
appropriate for man to use. But if this solution does not satisfy, 
Smith has another one. If we despair of finding any force upon 

* Ibid., pp. 147, 148. 

* Four Tracts (Gloucester, 1774), p. 12. 

* Theory of Moral Sentiments, p. 148. 
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earth which can check the triumph of injustice, we “naturally 
appeal to heaven, and hope that the great Author of our nature 
will himself execute hereafter what all the principles which he 
has given us for the direction of our conduct prompt us to at- 
tempt even here; that he will complete the plan which he him- 
self has thus taught us to begin; and will, in a life to come, ren- 
der to every one according to the works which he has performed 
in this world.””* If, judged by men’s standards, the order of 
nature does not result in perfect justice on earth, we apparently 
have two alternative explanations: either that man’s standards 
are an inadequate basis for appraisal, or that there is opportu- 
nity in a future state for redress of the injustices of the present 


one. 

What we have, therefore, in the Theory of Moral Sentiments 
is an unqualified doctrine of a harmonious order of nature, un- 
der divine guidance, which promotes the welfare of man through 
the operation of his individual propensities. Of these, self-inter- 
est is the most important one, in so far as economic life is con- 
cerned, though it is subject to the regulations of natural justice, 


to which it must conform. “In the race for wealth, for hon- 
ours, and preferments, he may run as hard as he can, and strain 
every nerve and every muscle, in order to outstrip all his com- 
petitors. But if he should jostle, or throw down any of them, the 
indulgence of the spectator is entirely at an end. It is a violation 
of fair play, which they cannot admit of.’’** In economic mat- 
ters, benevolence plays but a minor réle. There is no express 
formulation of a principle of laissez faire, and no explicit con- 
demnation of governmental interference with individual initia- 
tive; but it is quite clearly implied that self-interest, if regulated 
by justice, which may be natural justice, but is likely to be more 
effective if it is administered by a magistrate, is sufficient to at- 
tain the ends of Nature in the economic world. There is con- 
vincing evidence from other sources that Smith was already an 
exponent of the system of natural liberty. 

™ Ibid., p. 149. 

* Ibid., p. 76. 
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III. THE SYSTEM OF NATURAL LIBERTY IN THE “WEALTH OF 
NATIONS” 


Traces of the general doctrine expounded in the Theory of 
Moral Sentiments, that there is a beneficent order in nature 
which, if left to take its own course, will bring to mankind max- 
imum happiness and prosperity, are undoubtedly to be discov- 
ered in the Wealth of Nations. Traces of every conceivable 
sort of doctrine are to be found in that most catholic book, and an 
economist must have peculiar theories indeed who cannot quote 
from the Wealth of Nations to support his special purposes. But 
it can be convincingly demonstrated, I believe, that on the points 
at which they come into contact there is a substantial measure of 
irreconcilable divergence between the Theory of Moral Senti- 
ments and the Wealth of Nations, with respect to the character 
of the natural order. - 

In the first case, the emphasis in the Theory of Moral Sen- 
timents upon a benevolent deity as the author and guide of 
nature is almost, though not quite, completely absent in the 
Wealth of Nations. There are only a few minor passages in the 
later work which can be adduced as supporting evidence of the 
survival in Smith’s thought of the concept of a divinity who has 
so shaped economic process that it operates necessarily to pro- 
mote human welfare: an incidental allusion to “the wisdom of 
nature”; ** a remark that with respect to smuggling the laws of 
the country had “made that a crime which nature never meant 
to be so”;*° and a more famous passage, the main reliance of 
those who would completely reconcile the doctrines expounded 
in the two works, in which Smith repeats the phrase “the invis- 
ible hand” which he had used in the Theory of Moral Senti- 
ments.° The only explicit reference to God is one which could 
have given but scant comfort to the natural theology of his time: 
“Superstition first attempted to satisfy this curiosity [about 
natural phenomena] by referring all those wonderful appear- 
ances to the immediate agency of the gods. Philosophy after- 
ward endeavored to account for them from more familiar causes, 

™* Wealth of Nations, I, 174. 

* Ibid., II, 381. * Ibid., 1, 421. 
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or from such as mankind were better acquainted with, than the 
agency of the gods.”*’ To the extent that Smith in the Wealth 
of Nations does expound a doctrine of a harmonious order 
in nature, he accounts for it, as a rule, and perhaps even invari- 
ably, by reference to “more familiar causes [and] to such as 
mankind were better acquainted with, than the agency of the 
gods.” The significance for our purposes of this virtual disap- 
pearance from the Wealth of Nations of the doctrine of an order 
of nature designed and guided by a benevolent God is that it 
leaves Smith free to find defects in the order of nature without 
casting reflections on the workmanship of its Author. 

To some extent Smith makes use of this freedom. In both 
works he finds an inherent harmony in the order of nature, 
whereby man, in following his own interests, at the same time 
and without necessarily intending it serves also the general in- 
terests of mankind. In the Theory of Moral Sentiments, this 
harmony, as I have shown, is represented as universal and per- 
fect. In the Wealth of Nations, this harmony is represented as 
not extending to all elements of the economic order, and often 
as partial and imperfect where it does extend. Where harmony 


does prevail, it is as a rule a sort of average or statistical har- 
mony, revealing itself only in the general mass of phenomena 
and leaving scope for the possibility that natural processes whose 
general effect is beneficial may work disadvantageously in indi- 
vidual cases or at particular moments of time. As a rule, though 
not invariably, Smith qualifies his assertions of harmony by such 


oD ées. 


phrases as “in most cases,” “the majority,” “in general,” “fre- 
quently.” For example, the exercise of common prudence is a 
prerequisite if the system of natural liberty is to operate har- 
moniously, and “though the principles of common prudence do 
not always govern the conduct of every individual, they always 
influence that of the majority of every class or order.”** “It is 
advantageous to the great body of workmen ... . that all 
these trades should be free, though this freedom may be abused 
in all of them, and is more likely to be so, perhaps, in some than 

* Ibid., Il, 256. 

* Ibid., 1, 278. Italics mine. 
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in others.”*® Drawbacks “tend not to destroy, but to preserve, 
what it is in most cases advantageous to preserve, the natural di- 
vision and distribution of labour in the society.”*° 

There are a number of well-known passages in the Wealth 
of Nations in which Smith asserts the existence of a more-or-less 
complete harmony between the general interests of society and 
the particular interests of individuals. 


It is not from the benevolence of the butcher, the brewer, or the baker, 
that we expect our dinner, but from their regard to their own interest. We 
address ourselves, not to their humanity but to their self-love, and never 
talk to them of our own necessities but of their advantages 
individual is continually exerting himself to find out the most advantageous 
employment for whatever capital he can command. It is his own advantage, 
indeed, and not that of the society, which he has in view. But the study of 
his own advantage naturally, or rather necessarily leads him to prefer that 
employment which is most advantageous to the society 82 As every 
individual, therefore, endeavors as much as he can both to employ his capi- 
tal in the support of domestic industry, and so to direct that industry that 
its produce may be of the greatest value; every individual necessarily la- 
bours to render the annual revenue of the society as great as he can. He 
generally, indeed, neither intends to promote the public interest, nor knows 
how much he is promoting it. By preferring the support of domestic to that 
of foreign industry he intends only his own security; and by directing that 
industry in such a manner as its produce may be of the greatest value, he 
intends only his own gain, and he is in this, as in many other cases, led by an 
invisible hand to promote an end which was no part of his intention 
The natural effort of every individual to better his own condition, when 
suffered to exert itself with freedom and security, is so powerful a princi- 
ple, that it is alone, and without any assistance, not only capable of carrying 
on the society to wealth and prosperity, but of surmounting a hundred im- 
pertinent obstructions with which the folly of human laws too often in- 
cumbers its operations; though the effect of these obstructions is always 
more or less either to encroach upon its freedom, or to diminish its se- 
curity.34 


But whereas in the Theory of Moral Sentiments such gen- 
eral statements as these comprise the main substance of the 
doctrine of a harmonious order in the economic world, in the 


* Ibid., I, 456. * Ibid., 1, 419. 
* Ibid., II, x. Italics mine. * Tbid., I, 421. 
™ Ibid., I, 16. * Ibid., II, 43. 
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Wealth of Nations they play a much more modest réle. Though 
Smith in the Wealth of Nations frequently makes general state- 
ments intended apparently to apply to the entire universe, he 
has always before him for consideration some concrete problem, 
or some finite section of the universe. In no instance does Smith 
rely heavily upon his assertions as to the existence of harmony 
in the natural order at large to establish his immediate point 
that such harmony exists within the specific range of economic 
phenomena which he is at the moment examining. Such dem- 
onstration he accomplishes primarily by means of reference to 
the nature of these specific phenomena, by appeal to some self- 
evident principles of human psychology, by citation of historical 
object lessons, or by inference from contemporary experience. 
The general statements, though they may, as has been asserted, 
reveal the secret basis of Smith’s conclusions, are given the ap- 
pearance of mere obiter dicta, thrown in as supernumerary rein- 
forcements to an argument already sufficiently fortified by more 
specific and immediate data. Smith’s argument for the existence 
of a natural harmony in the economic order, to be preserved by 
following the system of natural liberty, is, in form at least, built 
up by detailed inference from specific data and by examination 
of specific problems, and is not deduced from wide-sweeping 
generalizations concerning the universe in general. What were 
the secret mental processes of Adam Smith whereby he really 
reached his conclusions it seems at this late date somewhat diffi- 
cult to talk about with any degree of assurance. 

Nowhere in the Wealth of Nations does Smith place any re- 
liance for the proper working of the economic order upon the 
operation of benevolence or sympathy, the emphasis upon which 
was the novel feature in the account of human nature presented 
in the Theory of Moral Sentiments. In the Wealth of Nations, 
benevolence is not merely as a rule left out of the picture of the 
economic order; when mentioned, it is with the implication that 
it is a weak reed upon which to depend. “By pursuing his own 
interest he frequently promotes that of the society more effec- 
tually than when he really intends to promote it. I have never 
known much good done by those who affected to trade for the 
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public good. It is an affectation, indeed, not very common 
among merchants, and very few words need be employed in dis- 
suading them from it.”** The only other instance in which Smith 
concedes the possible operation of benevolence in the economic 
world he also does not take too seriously: 


Whatever part of the produce . . . . is over and above this share, he 
[i.e., the landlord] naturally endeavors to reserve to himself as the rent of 
his land, which is evidently the highest the tenant can afford to pay in the 
actual circumstances of the land. Sometimes, indeed, the liberality, more 
frequently the ignorance, of the landlord, makes him accept of somewhat 
less than this portion This portion, however, may still be considered 
as the natural rent of land, or the rent for which it is naturally meant that 
land should for the most part be let.*¢ 


The consequences of the intervention of liberality apparently 
are not “natural,” are not in accordance with the intent of na- 
ture! Smith shows little faith in the prevalence of benevolence 
in the economic sphere. “Man has almost constant occasion for 
the help of his brethren, and it is in vain for him to expect it 
from their benevolence only It is not from the benevo- 
lence of the butcher, the brewer, or the baker, that we expect our 
dinner, but from their regard to their own interest.”*’ “The late 
resolution of the Quakers in Pennsylvania to set at liberty all 
their negro slaves, may satisfy us that their number cannot be 
very great. Had they made any considerable part of their prop- 
erty, such a resolution could never have been agreed to.”** Even 
the college professor cannot be expected to expend much energy 
in teaching effectively, cannot even be depended upon to teach 
at all, if it is not made to his interest to do so.** In the case of 
the clergy, the situation seems even more desperate. If they are 
endowed, they become indolent, and their zeal and industry be- 
come impaired. If, on the other hand, they are dependent upon 
voluntary contributions for their support, they become too zeal- 
ous. He quotes from his skeptical friend Hume: 

.... This interested diligence of the clergy is what every wise leg- 
islator will study to prevent; because, in every religion except the true, it 

* Ibid., I, 421. 

* Ibid., I, 145. * Ibid., I, 365. 

* Ibid., I, 16 * Ibid., II, 250 ff. 
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is highly pernicious Each ghostly practitioner, in order to render 
himself more precious and sacred in the eyes of his retainers, will inspire 
them with the most violent abhorrence of all other sects, and continually 
endeavor, by some novelty, to excite the languid devotion of his audience. 
No regard will be paid to truth, morals, or decency in the doctrines incul- 
cated. Every tenet will be adopted that best suits the disorderly affections 
of the human frame. Customers will be drawn to each conventicle by new 
industry and address in practising on the passions and credulity of the pop. 
ulace.*° 


Smith laid little stress even in the Theory of Moral Senti- 
ments upon the importance of benevolence in the economic order. 
But writers who have labored under a sense of obligation to find 
a basis for reconciliation of the Wealth of Nations with the 
Theory of Moral Sentiments have nevertheless discovered a 
problem in the insignificant réle assigned to benevolence in the 
Wealth of Nations. Buckle’s solution of the problem was that 
in the Wealth of Nations Smith was deliberately abstracting 
from all principles of human nature except self-interest, whereas 
in the Theory of Moral Sentiments he aimed at a complete pic- 
ture of human nature. Not a trace of evidence is discoverable, 
however, that Smith in the Wealth of Nations was aware that 
he was abstracting selected elements from the totality of human 
nature. It awaited a later and keener mind, Ricardo, to discover 
the possibilities of the technique of deliberate abstraction in the 
field of economics. A more ingenious attempt at reconciliation 
rests, in part, on the identification of self-interest as used in the 
Wealth of Nations with rational pecuniary interest, with a de- 
sire for more wealth, and by demonstrating that Smith takes 
into account other motives than the rational desire for more 
wealth, claims to demonstrate that Smith did not exclude all 
principles but self-interest from the economic sphere. But self- 
interest meant to Smith not only the desire for wealth, but self- 
love in all its possible manifestations. “It is the interest of every 
man to live as much at his ease as he can.”** “Avarice and ambi- 
tion in the rich, in the poor the hatred of labour and the love 
of present ease and enjoyment,” envy, malice and resentment,” 
all of these are manifestations of self-interest; the agreeable- 


“ Ibid., II, 273 ff. “ Ibid., I, 250. * Ibid., II, 203. 
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ness, the ease or hardship, the cleanliness or dirtiness, the hon- 
orableness or dishonorableness, of the different employments 
are all factors affecting the attractiveness to labor of different 
occupations, as well as the wages paid: “Honour makes a great 
part of the reward of all honourable professions.”** Smith dis- 
tinguishes also between what a man is interested in and what is 
to his interest. Man is sometimes ignorant of the latter. “But 
though the interest of the labourer is strictly connected with that 
of the society, he is incapable either of comprehending that in- 
terest, or of understanding its connexion with his own.” It is 
what a man regards as his interest, even though mistakenly, that 
controls his actions. But every possible impulse and motive to 
action is included under self-interest except a deliberate inten- 
tion to promote the welfare of others than one’s self. 

From his examination of the operation of self-interest in 
specific phases of the economic order and of the consequences 
of government interference with the free operation of self-in- 
terest, Smith arrives at an extensive program for the extension 
of the system of natural liberty through the abolition of existing 
systems of governmental regulation, though he nowhere brings 
the several items in that program together. Four main reforms 
are advocated. Free choice of occupations is to be established 
through the abolition of the apprenticeship regulations and set- 
tlement laws; free trade in land, through the repeal of laws 
establishing entails, primogenitures, and other restrictions on 
the free transfer of land by gift, devise, or sale; internal free 
trade, where such does not already prevail, by the abolition of 
local customs taxes; and most important of all, free trade in 
foreign commerce, through the abolition of the duties, bounties, 
and prohibitions of the mercantilistic régime and the trading mo- 
nopolies of the chartered companies. These various restrictions 
and regulations are objectionable either because they operate 
to keep commerce, labor, or capital from following the channels 
in which they would otherwise go, or because they attract to a 
particular species of industry a greater share of the factors than 
would ordinarily be employed in it. In all of these cases there is 


* Ibid., 1, 102. “ Tbid., 1, 249. 
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close harmony, under the system of natural liberty, between 
the interests of individuals and the public interest, and interfer- 
ence by government, instead of promoting, hinders, though it 
does not necessarily prevent, the attainment of prosperity. 

In England all of this program has been achieved, and in 
so far as such things can be traced to their source, the influence 
of the Wealth of Nations was an important factor in bringing 
about the reforms. That they were genuine reforms most econ- 
omists will admit, though even in England there is no longer the 
unanimity there once was on these matters. It is a somewhat 
ironical coincidence that the least important plank in Smith’s 
program, the reform of the English law of property, should be in 
process of achievement only as the permanence of the greatest 
of his victories, the establishment of free trade in foreign com- 
merce, faces its first serious threat in sixty years. 


IV. FLAWS IN THE NATURAL ORDER 


The foregoing is familiar matter. What is not so familiar, 


however, is the extent to which Smith acknowledged exceptions 
to the doctrine of a natural harmony in the economic order even 
when left to take its natural course. Smith, himself, never 
brought these together; but if this is done, they make a sur- 
prisingly comprehensive list and they demonstrate beyond dis- 
pute the existence of a wide divergence between the perfectly 
harmonious, completely beneficent natural order of the Theory 
of Moral Sentiments and the partial and limited harmony in the 
economic order of the Wealth oj Nations. Masters and workmen 
have a conflict of interest with respect to wages, and the weak- 
ness in bargaining power of the latter ordinarily gives the ad- 
vantage in any dispute to the former.** Masters, traders, and 
apprentices, on the one hand, and the public on the other, have 
divergent interests with respect to apprenticeship rules.** The 
interest of merchants and manufacturers is in high profits, which 
are disadvantageous to the public.‘ Merchants and manufac- 
turers have interests opposed to those of the farmers and land- 
* Ibid., I, 68-69. * Ibid., I, 125. “ Tbid., I, 100; I, 112 ff. 
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lords,** and of the general public.*® “People of the same trade 
seldom meet together, even for merriment and diversion, but 
the conversation ends in a conspiracy against the public, or in 
some contrivance to raise prices. It is impossible indeed to pre- 
vent such meetings, by any law which either could be executed, 
or would be consistent with liberty and justice.”° The corn- 
dealer, on the whole, performs a useful service, but because of 
his “excess of avarice he does not perform it perfectly.” The 
merchant exporter sometimes finds it to his interest, when dearth 
prevails both at home and abroad, “very much to aggravate the 
calamities of the dearth” at home by exporting corn. Men 
commonly overestimate their chances of success in risky ven- 
tures, with the consequence that too great a share of the na- 
tion’s stock of capital goes into such ventures.” It being the 
custom to pay attorneys and clerks according to the number 
of pages they had occasion to write, their self-interest led them 
“to multiply words beyond all necessity, to the corruption of 
the law language of, I believe, every court of justice in Eu- 
rope.”°* Private initiative cannot be trusted to take proper care 
of the roads.** Division of labor operates to impair the in- 
telligence, enterprise, martial courage, and moral character of 
the laborers,® though division of labor is itself “the neces- 
sary, though very slow and gradual, consequence of a certain 
propensity in human nature . . . . the propensity to truck, 
barter, and exchange one thing for another.’””’ In old countries, 
“rent and profit eat up wages, and the two superior orders of 
people oppress the inferior one.’* This is only a partial list of 
the defects in the natural order, even when left to take its own 
course, which Smith points out, though it would suffice to pro- 
vide ammunition for several socialist orations. This is a far cry 
from the account given in the Theory of Moral Sentiments of a 
perfectly harmonious order of nature, operating under divine 
guidance, to promote its “great end, the order of the world, and 
the perfection and happiness of human nature.” 

“ Ibid., I, 129. * Ibid., II, 40. 

® Ibid., I, 250, 428. * Tbid., II, 64-65.  Ibid., II, 267. 

” Ibid., I, 130. “ Ibid., II, 213. * Ibid., 1, 15. 

" Ibid., II, 26. * Ibid., TI, 217. * Ibid., II, 67. 
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In the Theory of Moral Sentiments Smith started out with 
a few general propositions about the nature of the universe 
which any educated Scotchman of his day would have vouched 
for as self-evident truths; and following them wherever they 
led him, he picked up en route a few more self-evident truths 
about the nature of human nature, and finally reached conclu- 
sions of the sort we have examined. Failing to compare his con- 
clusions with the facts, he saw no necessity for qualifying them, 
and no reason for re-examining his premises. Unfortunately, 
these premises were in special need of careful scrutiny, for 
they were all drawn from a peculiar class of axioms which 
urgently require, but are incapable of, proof. In his earlier work 
Smith was a purely speculative philosopher, reasoning from 
notions masquerading as self-evident verities. In the Wealth of 
Nations Smith made use of a rich harvest of facts gathered by 
personal observation at home and abroad, by conversation and 
correspondence with many keen and intelligent observers of the 
current scene, by wide reading in a miscellany of sources, from 
law books to travelers’ tales. With this factual material Smith 
kept close contact, and he never departed from it for long. He 
still, it is true, retained his flair for resounding generalizations 
of heroic range. There is a long-standing feud between sweep- 
ing generalization and run-of-the-mill factual data, and when 
Smith brought them together he did not always succeed in in- 
ducing altogether harmonious relations. But Smith’s strength 
lay in other directions than exactly logical thinking, and he dis- 
played a fine tolerance for a generous measure of inconsistency. 
It is to his credit that when there was sharp conflict between his 
generalization and his data, he usually abandoned his gener- 
alization. 

There would be little ground for insistence upon reconcilia- 
tion between the Theory of Moral Sentiments and the Wealth of 
Nations if it were simply a case of comparing one book written 
in 1757 with another written in 1776. It may not be as common 
as it should be for a man in his full maturity to advance beyond 
the level of his first book; but it surely is not a rare phenomenon 
requiring to be explained out of existence. In every respect 
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which is of concern to the economist as such, with the possible 
exception of his treatment of benevolence, the apparent discrep- 
ancies between the Theory of Moral Sentiments and the Wealth 
of Nations mark distinct advances of the latter over the former 
in realism and in application of the saving grace of common 
sense. But in the last year of his life Smith made extensive re- 
visions and additions to the Theory of Moral Sentiments, with- 
out diminishing in any particular the points of conflict between 
the two books. This would make it seem that in Smith’s mind, 
at least, there was to the last no consciousness of any difference 
in the doctrines expounded in the two books. Though we grant 
this, however, are we obliged to accept his judgment and to 
strain interpretations in order to find consistency prevailing 
where inconsistency appeareth to reign supreme? I think not. 
There persisted within the Wealth of Nations, through five suc- 
cessive editions, many, and to later eyes obvious, inconsis- 
tencies. When Smith revised his Theory of Moral Sentiments 
he was elderly and unwell. It is not altogether unreasonable to 
suppose that he had lost the capacity to make drastic changes in 


his philosophy, but had retained his capacity to overlook the 
absence of complete co-ordination and unity in that philosophy. 


V. THE FUNCTIONS OF GOVERNMENT 


Adam Smith, as has been shown, recognized that the eco- 
nomic order, when left to its natural course, was marked by se- 
rious conflicts between private interests and the interests of 
the general public. This would seem to suggest that there was 
an important sphere in which government interference with pri- 
vate interests might promote the general welfare. In his one de- 
liberate and comprehensive generalization dealing with the 
proper functions of the state, Smith made it clear, however, that 
he would narrowly restrict the activities of government. “Ac- 
cording to the system of natural liberty, the sovereign has only 
three duties to attend to; . . . . first, the duty of protecting 
the society from the violence and invasion of other independent 
societies; secondly, . . . . the duty of establishing an exact 
administration of justice; and, thirdly, the duty of erecting and 
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maintaining certain public institutions and certain public 
works.”°* Even here, however, he grants to government a some- 
what more extensive range of proper activities than in many 
scattered dicta throughout the remainder of the book, where he 
was primarily condemning some specific governmental activity 
and was not really giving serious consideration to the wider 
problem of the proper range of governmental activity. Smith 
had himself undermined what is ordinarily regarded as his prin- 
cipal argument for laissez faire, by demonstrating that the nat- 
ural order, when left to take its own course, in many respects 
works against, instead of for, the general welfare. How can his 
adherence, notwithstanding, to a policy of narrow limitation 
of the functions of government be explained? 

The Wealth of Nations, though it was from one point of 
view only a segment of a larger and systematic treatise on social 
philosophy, was at the same time a tract for the times, a spe- 
cific attack on certain types of government activity which Smith 
was convinced, on both a priori and empirical grounds, operated 
against national prosperity, namely, bounties, duties, and pro- 
hibitions in foreign trade; apprenticeship and settlement laws; 
legal monopolies; laws of succession hindering free trade in 
land. Smith’s primary objective was to secure the termination 
of these activities of government. His wider generalizations were 
invoked to support the attack on these political institutions. 
Everything else was to a large degree secondary. Smith made 
many exceptions to his general argument for laissez faire. But 
his interest as a reformer and a propagandist was not in these 
exceptions. He nowhere gathered together in orderly fashion 
the exceptions which he would have made to his general re- 
striction of government activity to protection, justice, and the 
maintenance of a few types of public works and public institu- 
tions. When considering in general terms the proper functions 
of government, he forgot all about these exceptions. If he had 
been brought face to face with a complete list of the modifica- 
tions to the principle of laissez faire to which he at one place or 
another had granted his approval, I have no doubt that he would 

* Ibid., II, 185. 
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have been astounded at his own moderation. I once heard a pres- 
ident of a state bankers’ association at the afternoon session of 
its annual convention make the theme of his presidential address 
the unmitigated iniquity of government interference with busi- 
ness and the necessity of more business men in government in 
order that they should see to it that there was less government 
in business. In the evening of the same day he introduced to the 
audience the state commissioner of banking as one to whom the 
bankers were deeply indebted, because by promoting the enact- 
ment of sound regulations governing the entrance into the bank- 
ing field and the practice of banking he had secured the suppres- 
sion of irresponsible and fraudulent banking, to the benefit of 
the solid and respectable bankers there assembled and of the 
general public. He was as sincere in the evening as he had been 
that afternoon. Not only was Smith fully capable of this type 
of inconsistency, but there is in the Wealth of Nations an almost 
exact parallel of this modern instance. 

There is no possible room for doubt, however, that Smith 
in general believed that there was, to say the least, a strong pre- 
sumption against government activity beyond its fundamental 
duties of protection against its foreign foes and maintenance of 
justice. In his Lectures, Smith had said: “Till there be prop- 
erty, there can be no government, the very end of which is to 
secure wealth [i. e., to make wealth secure] and to defend the 
rich from the poor,” following closely Locke’s dictum that 
“Government has no other end but the preservation of prop- 
erty.” In the Wealth of Nations he was more guarded: “Civil 
government, so far as it is instituted for the security of property, 
is in reality instituted for the defence of the rich against the 
poor, or of those who have some property against those who 
have none at all.’””** What were the considerations which brought 
Smith to his laissez faire conclusions? His philosophical specu- 
lations about a harmonious order in nature undoubtedly made it 
easier for him to reach a laissez faire policy, though I believe 
that the significance of the natural order in Smith’s economic 

” Cf. ibid., II, 307. 
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doctrines has been grossly exaggerated. But was not govern- 
ment itself a part of the order of nature, and its activities as 
“natural” as those of the individuals whom it governed? Smith 
is obscure on this point, and an adequate answer to this ques- 
tion, if possible at all, would require a detailed examination of 
Smith’s position in the evolution of political theory, especially 
with respect to the origin of government and the character of the 
state of nature in the absence of government. It is clear, how- 
ever, that to Smith the activities of government in the mainte- 
nance of justice are an essential part of the order of nature in 
its full development, and that such activities are not interfer- 
ences with the system of natural liberty. 

In the Theory of Moral Sentiments there is a vague passage 
which seems to suggest that government itself is an agency of 
the order of nature, and to imply that all of its activities may, 
therefore, be as “natural” as those of individuals.®* In the 
Wealth of Nations, Smith is a little more precise. He draws a 
definite line between those activities of government which are, 
and those which are not, in accord with the natural order, on 
the basis of empirical data. Government activity is natural and 
therefore good where it promotes the general welfare, and is an 
interference with nature and therefore bad when it injures the 
general interests of society. Whether in particular circumstances 
it works well or ill is to be determined only by examination of 
the character of those circumstances, though in most cases such 
examination may be expected a priori to reveal that it works 
badly. 

This general presumption against government intervention 
in the affairs of mankind was itseif largely the product of direct 
inference from experience. Against those particular activities 
of government which he subjected to special attack, viz., mer- 
cantilistic regulations, settlement and apprenticeship laws, le- 
gal monopolies, Smith thought he had specific objections, drawn 
from the results of their operation, sufficient to condemn them. 
Aside from protection and justice, these were the important ac- 
tivities of the governments of his day. In condemning them he 
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was not far from condemning all the main types of government 
activity, aside from justice and protection, which were promi- 
nently in the public view. To justify these activities, it was nec- 
essary, Smith believed, to credit government with better knowl- 
edge of what was to a man’s interest than the ordinary man 
himself was endowed with. This Smith could not concede. The 
standards of honesty and competence of the governments of 
his day with which Smith was acquainted were unbelievably low, 
moreover, not only in comparison with what they are today in 
England, Germany, and the Scandinavian countries, but ap- 
parently even in comparison with earlier periods in English po- 
litical history. Smith had encountered few instances in which 
government was rendering intelligent and efficient service to the 
public welfare outside of the fields of protection and justice. 
The English government of his day was in the hands of an aris- 
tocratic clique, the place-jobbing, corrupt, cynical, and class- 
biased flower of the British gentry, who clung to the traditional 
mercantilism not so much because of a strong faith that it met 
the problems of a growing trade struggling to burst its fetters, 
but because they did not know anything else to do. Even when 
Smith was prepared to admit that the system of natural liberty 
would not serve the public welfare with optimum effectiveness, 
he did not feel driven necessarily to the conclusion that govern- 
ment intervention was preferable to laissez faire. The evils of 
unrestrained selfishness might be better than the evils of incom- 
petent and corrupt government. 

In this connection, Smith has, indeed, a lesson to teach the 
“new economics” of the present day, which is peddling antique 
nostrums under new trademarks, and which has substituted for 
the answer to all economic problems of the classically trained 
parrot, “demand and supply,” the equally magical phrase, “so- 
cial control.” If the standards of public administration are low, 
progress from a life regulated by the law of demand and supply 
to a life under the realm of social control may be progress from 
the discomforts of the frying-pan to the agonies of the fire. 


It is the highest impertinence and presumption, therefore, in kings and 
ministers, to pretend to watch over the economy of private people, and to 
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restrain their expense, either by sumptuary laws, or by prohibiting the im- 
portation of foreign luxuries. They are themselves always, and without any 
exception, the greatest spendthrifts in the society. Let them look well after 
their own expence, and they may safely trust private people with theirs. 
If their own extravagance does not ruin the state, that of their subjects 
never will.** . . . . The violence and injustice of the rulers of mankind is 
an ancient evil, for which, I am afraid, the nature of human affairs can 
scarce admit of a remedy.®* 


Where, by exception, good government made its appearance, 
Smith was ready to grant it a wider range of activities. 

The orderly, vigilant, and parsimonious administration of such aristoc- 
racies as those of Venice and Amsterdam, is extremely proper, it appears 
from experience, for the management of a mercantile project of this kind. 
But whether such a government as that of England; which, whatever may 
be its virtues, has never been famous for good economy; which, in time of 
peace, has generally conducted itself with the slothful and negligent profu- 
sion that is perhaps natural to monarchies; and in time of war has con- 
stantly acted with all the thoughtless extravagance that democracies are apt 
to fall into; could be safely trusted with the management of such a project, 
must at least be a good deal more doubtful.** 


Smith believed, moreover, that there were evils involved in the 


economic order which it was beyond the competence of even 
good government to remedy. To repeat a useful quotation: 
“People of the same trade seldom meet together, even for merri- 
ment and diversion, but the conversation ends in a conspiracy 
against the public, or in some contrivance to raise prices. It is 
impossible indeed to prevent such meetings, by any law which 
could be executed, or would be consistent with liberty and jus- 
tice.”*’ We have tried, in this country, to abolish Gary dinners 
by law. Whether we have succeeded seems still to be open to 
argument. 

So much for the negative aspects of Smith’s theory of the 
functions of the state. Let us examine now what concessions he 
made to the possibilities of the promotion of human welfare 
through governmental action. Smith conceded that it was the 
duty of the government to provide protection against external 
foes, and on the ground of their necessity for defense, he ap- 

“Wealth of Nations, I, 328. * Ibid., II, 303. 
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proved of commercial regulations which on purely economic 
grounds he would condemn. “The act of navigation is not fa- 
vourable to foreign commerce, or to the growth of that opulence 
which can arise from it As defence, however, is of much 
more importance than opulence, the act of navigation is, per- 
haps, the wisest of all the commercial regulations of England.” 
In the same spirit, Smith mildly supported bounties on manufac- 
tures necessary for defense, which would not otherwise be pro- 
duced at home.” 

Smith assigned to government also “the duty of establishing 
an exact administration of justice.” Unfortunately, Smith never 
succeeded in carrying out his original plan of writing a treatise 
on jurisprudence, and the scattered materials in the Wealth of 
Nations and the meager outline in the Lectures are insufficient 
to give us a trustworthy judgment as to what he would include 
under “‘justice.”” His own definition in the Wealth of Nations, 
“the duty of protecting, as far as possible, every member of the 
society from the injustice or oppression of every other member 
of it,”’° if broadly interpreted, would assign to government the 
task of a major reconstruction of the economic order, since 
Smith, as has been shown, recited many phases of it in which 
injustice and oppression prevailed. It seems clear, however, that 
Smith, like later and more doctrinaire exponents of laissez faire, 
took for granted the inevitability of private property and class 
conflict, and understood by justice the whole legal and custom- 
ary code of his time dealing with individual rights, privileges, 
and obligations under that system of economic organization. It 
is also likely that Smith failed to see how far acceptance of even 
the prevailing code of justice carried him from a simple order 
of nature in which natural justice automatically emerges from 
the harmony of individual interests, independently of govern- 
mental machinery and sanctions. Punishment and enforcement 
of redress after the act in case of dishonesty, violence, fraud, 
clearly would be included under the “administration of justice.” 
Smith would, perhaps, include as a proper phase of this function 
such preventive measures as would tend to give security against 
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the perpetration of dishonesty, extortion, and violence. In any 
case, he does not oppose such regulations, though his Lectures 
indicate that he would include them under “police” rather than 
“justice.”” “The institution of long apprenticeships can give no 
security that insufficient workmanship shall not frequently be 
exposed to public sale. When this is done it is generally the effect 
of fraud, and not of inability; and the longest apprenticeship can 
give no security against fraud. Quite different regulations are 
necessary to prevent this abuse. The sterling mark upon plate, 
and the stamps upon linen and woollen cloth, give the purchaser 
much greater security than any statute of apprenticeship.” 
Unqualified adherence to the principle of caveat emptor was ap- 
parently not a necessary implication of Smith’s laissez faire doc- 
trines. Enforcement of contracts is specified as an important 
function of government,”* and a law obliging masters to pay 
wages in money rather than in kind is justifiable as a protection 
to the workers against fraud. “It imposes no real hardship upon 
the masters. It only obliges them to pay that value in money, 
which they pretended to pay but did not always really pay, in 
goods.”’* “Where there is an exclusive corporation, it may per- 
haps be proper to regulate the price of the first necessary of 
life.”"* Protection of slaves against violence by their masters is 
approved of both as in accord with common humanity and as 
promoting the productivity of slave labor.”* Smith recognized 
the existence of a higher social justice, which may override the 
“natural liberty” of the individual, but he would invoke it spar- 
ingly. Regulations of paper money banking “may, no doubt, be 
considered as in some respect a violation of natural liberty. But 
those exertions of the natural liberty of a few individuals, which 
might endanger the security of the whole society, are, and ought 
to be, restrained by the laws of all governments; of the most 
free, as well as of the most despotical. The obligation of build- 
ing party walls, in order to prevent the communication of fire, is 
a violation of natural liberty, exactly of the same kind with the 

™ Lectures, 154 ff. "* Ibid., I, 143. 

™ Wealth of Nations, I, 123. * Ibid., 1, 144. 
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regulations of the banking trade which are here proposed.”” 
But “Tohinder . . . . the farmer from sending his goods at all 
times to the best market, is evidently to sacrifice the ordinary 
laws of justice to an idea of public utility, to a sort of reasons of 
state; an act of legislative authority which ought to be exercised 
only, which can be pardoned only in cases of the most urgent 
necessity.”"* We have here, perhaps, the germ of that later 
maxim of convenient vagueness, that every individual should be 
protected in his natural rights, but only to the extent to which 
they do not interfere with the natural rights of others. There is 
no evidence that Smith would include as a proper phase of the 
administration of justice any drastic revision of the content of 
these rights. 

There remains to be considered the third government func- 
tion: “erecting and maintaining certain public works and cer- 
tain public institutions, which it can never be for the interest of 
any individual, or small number of individuals, to erect and 
maintain; because the profit could never repay the expence to 
any individual or small number of individuals, though it may 
frequently do much more than repay it to a great society.”” 
Smith here clearly assigns to the government a duty of promot- 
ing the general welfare other than in connection with protection 
and justice, if the means to do so are within the power of the gov- 
ernment, but not within the power of individuals. What the rela- 
tionship of this function is to the natural order Smith does not 
discuss in the Wealth of Nations. The attention given to it by 
Smith has been attributed to the influence of the Physiocrats. 
In the Theory of Moral Sentiments there is one passage which 
appears to praise such institutions, but may have been intended 
in a satirical sense: - 


The same principle, the same love of system, the same regard to the 
beauty of order, of art and contrivance, frequently serves to recommend 
those institutions which tend to promote the public welfare It is not 
commonly from a fellow-feeling with carriers and waggoners that a public- 
spirited man encourages the mending of high roads. When the legislature 
establishes premiums and other encouragements to advance the linen or 
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woollen manufactures, its conduct seldom proceeds from pure sympathy 
with the wearer of cheap or fine cloth, and much less from that with the 
manufacturer or merchant. The perfection of police, the extension of trade 
and manufactures, are noble and magnificent objects They make 
part of the great system of government, and the wheels of the political ma- 
chine seem to move with more harmony and ease by means of them 

All constitutions of government, however, are [ought to be?] valued only 
in proportion as they tend to promote the happiness of those who live under 
them.®° 


In the Lectures, the only relevant passage is a passing reference 
under the general heading of “Police” to what may be regarded 
as a detailed phase of this function of government, the promo- 
tion of cleanliness, presumably of the streets.” 

In the Wealth of Nations the discussion lacks somewhat in 
breadth, perhaps because it is merely incidental to Smith’s dis- 
cussion of the financial aspects of government. The public 
works and public institutions in this class, says Smith, “are chief- 
ly those for facilitating the commerce of the society, and those 
for promoting the instruction of the people.”** He nowhere pur- 
ports to give a complete list of the public works proper to gov- 
ernment, but he mentions highways, bridges, canals, and har- 
bors. In discussing the propriety of particular projects, how- 
ever, he completely ignores the criterion he had laid down at the 
beginning of his discussion, namely, the impossibility of their 
being conducted profitably as private enterprises. The only rea- 
son he gives for his approval of government maintenance of the 
highways is that private management would not have a suffi- 
cient incentive to maintain them properly, and therefore could 
not be trusted to do so.** He apparently approves of govern- 
ment operation of canals, though he grants that they can be left 
safely in private hands,** and that they can be profitably man- 
aged by joint-stock companies.** 

The modern issue of the propriety of government participa- 
tion in commerce and industry is dealt with by Adam Smith al- 
most solely from the viewpoint: Can the government make a 
net revenue out of it? He takes coinage for granted as a gov- 

” Theory of Moral Sentiments, pp. 163-64. * Idid., Il, 217. 
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ernment function without considering any possible alternative. 
He apparently approves of government operation of the post- 
office, but if so, the only ground given is the ability of the gov- 
ernment to manage it with successful financial results.** He in 
general disapproves of government ventures into business, but 
solely on the ground that the government is a poor trader and a 
poor manager. The public domain, except what may be needed 
for parks, should be disposed of, because the sovereign is a poor 
farmer and forester. Smith apparently could not read German, 
and makes no references to German literature. Knowledge of 
the success of some of the German principalities in managing 
the public domain, and in other phases of public administration, 
would perhaps have lessened Smith’s opposition to government 
ventures into industry. The modern advocate of laissez faire 
who objects to government participation in business on the 
ground that it is an encroachment upon a field reserved by na- 
ture for private enterprise cannot find support for this argu- 
ment in the Wealth of Nations. 

Of government “institutions,” other than public works, in- 
tended to facilitate commerce, Smith opposes legal monopolies 
in general, though he concedes the validity of a temporary mo- 
nopoly when a trading company undertakes, at its own risk and 
expense, to establish a new trade with some remote and bar- 
barous nation, and he indicates that he approves for the same 
reason of the institutions of patent and copyright.* 

Smith supports the participation of the government in the 
general education of the people, because it will help prepare 
them for industry, will make them better citizens and better sol- 
diers, and happier and healthier men in mind and body. Public 
education is made necessary to check as far as may be the evil 
effects on the standards, mentality, and character of the working 
classes of the division of labor and the inequality in the distribu- 
tion of wealth.** Here once more Smith draws a picture of the 
economic order under the system of natural liberty which is 
quite different from that beatific state which he dreamed about 
in the Theory of Moral Sentiments. 

It is quite probable that Smith overlooked some current ac- 
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tivities of government to which he would have given his ap- 
proval if they had been called to his attention. The absence, for 
instance, in the Wealth of Nations of any discussion of poor re- 
lief as a public function has often been commented upon, and is 
generally regarded as having been due to oversight. But we 
have not yet revealed the full extent to which Smith showed him- 
self prepared to depart from a rigid policy of laissez faire. The 
one personal characteristic which all of his biographers agree in 
attributing to him is absent-mindedness, and his general princi- 
ple of natural liberty seems to have been one of the things he 
was most absent-minded about. We have already seen that in 
his more systematic discussion of the functions of government, 
Smith made important concessions to the possibility of govern- 
ment promotion of the general welfare through public works 
and institutions. In stray but frequent moments of intimate con- 
tact with facts apparently hostile to the principle of natural lib- 
erty, Smith conveniently forgot the principle and went beyond 
the limits set in his formal discussion to the proper activities of 
government. In arguing for the duty of government to support 
educational institutions which promote the martial spirit of the 
people, Smith incidentally concedes that “it would deserve its 
most serious attention to prevent a leprosy or any other loath- 
some and offensive disease, though neither mortal nor dangerous, 
from spreading itself among them,”** from which it may reason- 
ably be inferred that he would even more strongly support pub- 
lic action taken to prevent the spread of dangerous diseases, and 
thus would include public hygiene among the proper functions 
of government. In many instances Smith supported government 
restrictions on private initiative where neither justice nor de- 
fense was involved, and where the sole aim was to improve upon 
the direction which private initiative gave to the investment of 
capital, the course of commerce, and the employment of labor. 
He supported the compulsory registration of mortgages,” and he 
wrote approvingly of colonial laws which promoted agricultural 
progress by checking the engrossing of land.” 

To the great indignation of Jeremy Bentham, he approved 
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of the prevailing restriction of the maximum rate of interest to 
5 per cent, on the ground that if a higher rate were current, “the 
greater part of the money which was to be lent, would be lent to 
prodigals and projectors, who alone would be willing to give this 
high interest A great part of the capital of the country 
would thus be kept out of the hands which were most likely to 
make a profitable and advantageous use of it, and thrown into 
those which were most likely to waste and destroy it.”’? We 
may be inclined to agree with Bentham that this is an inadequate 
defense of the usury laws, but what makes it significant for our 
purposes is that it involves an admission on Smith’s part that 
the majority of investors could not be relied upon to invest their 
funds prudently and safely, and that government regulation was 
a good corrective for individual stupidity. 

Smith also makes several concessions to the mercantilistic 
policy of regulation of the foreign trade. He admits that there 
are circumstances under which export restrictions on corn may 
be warranted; ** he approves of a moderate export tax on wool 
on the ground that it would produce revenue for the government 
and at the same time would afford an advantage over their for- 
eign competitors to the British manufacturer of woolens;** he 
favors moderate taxes on foreign manufactures, which would 
still give to domestic workmen “a considerable advantage in the 
home market.’”** 

Smith recommended that rents in kind should be taxed more 
heavily than money rents, because “such rents are always more 
hurtful to the tenant than beneficial to the landlord.””** He would 
tax rent from leases which prescribe to the tenant a certain mode 
of cultivation more heavily than other rent, in order to discour- 
age the practice of making such leases, “which is generally a 
foolish one.’’*’ He would tax at more favorable rates the land- 
lord who cultivates a part of his own land, because it is of im- 
portance that the landlord, with his greater command of capital 
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and his greater willingness and capacity to try experiments, 
should be encouraged to take an active part in agriculture.** He 
would penalize by heavier taxation the landlord who capitalizes 
a part of the future rent, because this is usually the expedient of 
a spendthrift, is frequently hurtful to landlord and tenant, is al- 
ways hurtful to the community.”® Shortly thereafter, however, 
Smith returns to laissez faire: “The principal attention of the 
sovereign ought to be to encourage, by every means in his power, 
the attention both of the landlord and of the farmer; by allow- 
ing both to pursue their own interest in their own way, and ac- 
cording to their own judgment.’*° 

Smith gives a little support to the use of the taxing power 
as what would now be called “an instrument of social reform.” 
He approves of a tax on the retail sale of liquor so adjusted as to 
discourage the multiplication of little alehouses,*’ and of a 
heavy tax on distilleries as a sumptuary measure against spiritu- 
ous liquors, especially if accompanied by a reduction in the tax 
on “the wholesome and invigorating liquors of beer and ale.’”” 
He supports heavier highway tolls upon luxury carriages than 
upon freight wagons, in order that “the indolence and vanity of 
the rich [be] made to contribute in a very easy manner to the 
relief of the poor." He asserts that “the gains of monopolists, 
whenever they can be come at [are] certainly of all subjects the 
most proper” for taxation.*°* The modern single-taxer finds 
support for his cause in Smith’s argument for the special taxa- 
tion of land values. “Ground-rents, so far as they exceed the or- 
dinary rent of land, are altogether owing to the good government 
of the sovereign Nothing can be more reasonable than 
that a fund which owes its existence to the good government of 
the state, should be taxed peculiarly, or should contribute some- 
thing more than the greater part of other funds, towards the 
support of the government.’"* He lends mild support to the 
principle of progressive taxation: “It is not very unreasonable 
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that the rich should contribute to the public expence, not only 
in proportion to their revenue, but something more than in that 
proportion.”*°° 

Though there is nowhere in Smith’s writings a general dis- 
cussion of the possibilities of voluntary co-operation, he makes 
clear that he did not hope for much good from it. Making a rea- 
sonable inference from past experience, but a bad forecast of the 
subsequent trend, he saw in the joint-stock company very limit- 
ed promise even for money-making purposes.*” It was his ver- 
dict that the corporate guilds had failed to promote good work- 
manship.*** Exception being made for the Presbyterian church, 
he saw even in religious associations much to blame.*” About the 
only types of voluntary association in which Smith saw a high 
degree of effectiveness in accomplishing their purposes were as- 
sociations of merchants and manufacturers to exploit the con- 
sumer and of masters to exploit the worker. 

Adam Smith was not a doctrinaire advocate of laissez faire. 
He saw a wide and elastic range of activity for government, and 
he was prepared to extend it even farther if government, by im- 
proving its standards of competence, honesty, and public spirit, 
showed itself entitled to wider responsibilities. He attributed 
great capacity to serve the general welfare to individual initia- 
tive applied in competitive ways to promote individual ends. 
He devoted more effort to the presentation of his case for indi- 
vidual freedom than to exploring the possibilities of service 
through government. He helped greatly to free England from 
the bonds of a set of regulatory measures which had always been 
ill advised and based on fallacious economic notions, but he did 
not foresee that England would soon need a new set of regula- 
tions to protect her laboring masses against new, and to them 
dangerous, methods of industrial organization and industrial 
technique. Smith was endowed with more than the ordinary al- 
lotment of common sense, but he was not a prophet. But even 
in his own day, when it was not so easy to see, Smith saw that 
self-interest and competition were sometimes treacherous to the 
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public interest they were supposed to serve, and he was pre- 
pared to have government exercise some measure of control over 
them where the need could be shown and the competence of gov- 
ernment for the task demonstrated. His sympathy with the 
humble and the lowly, with the farmer and the laborer, was made 
plain for all to see. He had not succeeded in completely freeing 
himself from mercantilistic delusions, and he had his own pe- 
culiar doctrinal and class prejudices. But his prejudices, such as 
they were, were against the powerful and the grasping, and it 
was the interests of the general masses that he wished above all 
to promote, in an age when even philosophers rarely condescend- 
ed to deal sympathetically with their needs. He had little trust 
in the competence or good faith of government. He knew who 
controlled it, and whose purposes they tried to serve, though 
against the local magistrate his indictment was probably unduly 
harsh. He saw, nevertheless, that it was necessary, in the ab- 
sence of a better instrument, to rely upon government for the 
performance of many tasks which individuals as such would not 
do, or could not do, or could do only badly. He did not believe 
that laissez faire was always good, or always bad. It depended 
on circumstances; and as best he could, Adam Smith took into 
account all of the circumstances he could find. In these days of 
contending schools, each of them with the deep, though momen- 
tary, conviction that it, and it alone, knows the one and only 
path to economic truth, how refreshing it is to return to the 
Wealth of Nations with its eclecticism, its good temper, its com- 
mon sense, and its willingness to grant that those who saw things 
differently from itself were only partly wrong. 
Jacos VINER 
UNIVERSITY OF CHICAGO 





A STATISTICAL EXAMINATION OF FACTORS 
RELATED TO LAMB PRICES 


Preliminary statement.—In our present economic system, 
the current central market price for any staple agricultural com- 
modity, such as lambs, arises as the result of the interaction of 
the opinions, decisions, and actions of many individuals in each 
of the steps from the producer to the consumer. These opinions, 
decisions, and actions for any one individual are based largely 
upon information which comes into his mind and the way he re- 
acts to that information. The response to this reaction, more or 
less rational as the case may be, in turn largely depends upon his 
previous experience in the production, marketing, or consump- 
tion of that commodity. It would seem reasonable to expect that 
the character and range of factors which each individual takes 
into account, and the way he responds to a given change in any 
one of the factors, would tend to remain about the same over any 
relatively short period of time. There might be, however, a 
gradual progressive change in the factors he considered or in the 
weight given to each factor, as changing external conditions or 
greater experience led him to modify the basis for his decisions. 

The tone of the market (including the price) is nothing more 
than the composite or resultant of all these myriad decisions. If 
a situation (or any important element in the situation) were to 
repeat itself under somewhat similar conditions, the market’s re- 
sponse to that situation (or element) should therefore tend to 
repeat itself. 

These are the considerations upon which an assumption of 
regular, though not unchanging, economic reactions may be 
based. The statistical analysis presented later may serve as some 


*I should like to take this opportunity of expressing my obligation to Helen 
R. Wright and Leverett S. Lyon, of the Robert Brookings School, and to Howard 
R. Tolley, of the Department of Agriculture, for their searching criticism and 
material aid in drafting this paper. 
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evidence of how far such an assumption is actually true in a 
given concrete case. 

To a considerable extent the actions of the various individu- 
als in any given stage of the production-marketing-consumption 
process are subject to quite definite measurement. For example, 
the number of lambs received at any central livestock market on 
a given day is a concrete measurement of all the train of previous 
decisions by farmers as to how much stock to breed or feed, how 
long to feed, when to market, and where to market, plus deci- 
sions by dealers and others who may have had a hand in the 
process; and, in addition, of such accidental or fortuitous ele- 
ments as season, temperature, transportation breakdowns, and 
the like. This expression of action by the producers—the actual 
daily receipts—is given wide publicity, and is therefore one ele- 
ment which is present in the mind of nearly every person in the 
livestock market. 

There are any number of elements other than the daily re- 
ceipts which may be taken into account by a large or small pro- 
portion of the dealers. Some of these, such as prices of other 
products—hogs and veal calves, for example—are fairly definite 
and measurable quantities; others, such as changes in the inten- 
sity of consumers’ demand, can be measured less easily. 

For any given period the prevailing price for a specific com- 
modity in a specific market may be considered as resulting from 
the consideration by the individuals in the market of a large 
number of these factors; the word “factor” being used merely 
to mean any item which directly or indirectly sways the minds 
of the individuals in the market. Assuming (1) that these fac- 
tors could all be reduced to quantitative statement, the market 
situations during different periods of equal length could be clas- 
sified according to the value of each factor in turn. 

If enough periods were available, it would be possible to 
pick out a number of different ones whick were substantially 
identical with respect to all price-determining factors—periods 
during which the number of animals received at market, the 
prices of alternative products, business activity, and the like, 
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were substantially the same.’ In other words, it would be possi- 
ble to select a number of different periods during each of which 
the market situation was about the same. Now if it were found 
that the price was the same in each of these similar periods, 
that would show (2) that as between the different periods no 
other factors except those considered were concerned in the 
market determination of price (unless it should happen that a 
given effect in some outside factor not previously considered had 
been exactly counterbalanced by a contrary effect from another 
factor or factors—which would not be likely to occur at several 
different and separate times), and (3) that there had been no 
change from period to period in the way the market reacted to 
the composite of the factors considered. If the prices were not 
identical, it would follow that at least one of the three condi- 
tions was not fulfilled.* 

If the price for each period of similar conditions were iden- 
tical, then that price would be the most probable price should 
that combination of circumstances recur. If the prices for 
periods of like conditions were not exactly identical, but were 
nearly so, and no reason was known why they should differ from 
period to period, the price variation under similar conditions 
might be ascribed either to inability to measure correctly or 
locate the factors affecting price or to inability of the particular 
market to reach an exactly identical price-result from identical 
objective conditions. In either case, since the factors measured 
included all the known price-influencing forces, some average 
of the several prices actually obtained under such a situation 

? Although such identical periods are practically never actually found (see 


page 238 on the number of possible combinations), the assumption of a sufficiently 
large number of cases makes their employment in this theoretical discussion valid. 

* This selection and comparison of different periods may be expressed objec- 
tively as follows: Enter the numerical value of each factor and also the prevail- 
ing price on a number of cards, using one card for the entries pertaining to each 
period. Then sort the cards and match them up to form groups of like cards, each 
group having only cards with all the entries, excepting price, identical. (Of course 
only a small fraction of the cards could be matched up this way ; the large number 
of cards remaining would be discarded.) Then compare the price entries for the 
different cards in each group. If all the cards for each group show the same price, 
the three conditions are fulfilled. 
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with regard to these “causal” factors would give a statement of 
what the price would be most likely to be the next time such a 
situation should occur. The scatter of the individual prices 
around that average would give some indication of how closely 
the price was likely to conform to that average, since it would 
show how closely the individual prices had conformed to the 
average for such situations over the time studied. 

For the next step, a number of periods could be selected in 
which the values for all the factors except one were identical. 
For example, periods could be selected with prices of hogs, veal 


TABLE I 


HypoTHeETIcaL RELATION BETWEEN RECEIPTS AND Prices, OTHER FActTorRS 
CONSTANT : 








PrERiops 








Factors: 
Constant— 
Hog prices $9. 50 $9.50 
Index of employment.. .. go go 
General price level 140 140 
Variable— 
Lamb receipts 15,000 20,000 





Price of lamb $25 $20 $15 $10 

















calves, and other alternative products, and indexes of price level 
and business activity substantially the same, but with receipts 
varying. ‘Then the records for these periods could be arranged in 
order from the lowest to the highest value of the single varying 
factor, daily receipts. 

This comparison may be illustrated by a simple hypothetical 
case, as shown in Table I. 

If the prices for each of a number of such periods were then 
compared, two results might be secured: If the three assump- 
tions stated above were true and if daily receipts did affect 
prices, it would be found that there was a definite relation be- 
tween the difference in the value of the single variable factor 
from group to group and the difference in the accompanying 
price (as shown by Table I). If the assumptions were only part- 
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ly true, there would be some tendency to such a relation, but it 
would be less perfectly defined. If they were not at all true (or 
if daily receipts had nothing to do with price), no relation would 
be found.* 

The relation of price to receipts for only one combination of 
the values of the constant factors has been examined. Many 
other combinations are possible, as illustrated. It would still re- 
main to be determined whether this relation held for other com- 
binations of the values of the other factors. Similar comparisons 
of differences in price and differences in the factor which was 


TABLE II 


HypoTHETICAL RELATION BETWEEN RECEIPTS AND Prices, OTHER Factors 
Constant AT DIFFERENT VALUES 








PEriops 








Factors: 
Constant— 
Hog prices $9. 50 $9.50 
Index of employment.. . . II§ 115 
General price level 140 140 
Variable— 
Lamb receipts 10,000 25,000 


Price of lamb $30 $26 $22 $18 




















allowed to vary, when the groups were picked to represent other 
combinations of the values of the other factors, might yield a 
somewhat different relation. The relation between receipts and 
price might be different when industrial employment was high 
than when it was low, even though all other factors remain un- 
changed, as shown by comparing the hypothetical example in 
Table II with Table I. 

If for all possible combinations of the other factors there was 
the same relation between a given difference in the variable fac- 
tor and in the accompanying price, it would be evident that the 

“This is stating in English what has frequently been much more tersely 


stated in mathematical symbols. Compare with Henry Schultz, “The Statistical 
Law of Demand, I,” Jour. Pol. Econ., XX XIII, No. 5 (1925), 501, eq. (3), (3a). 
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“net” relation of this particular factor to price was not affected 
by the combination of other factors present. 

A complete classification and tabulation of all the periods 
would yield a statement of the prices of the product which had 
accompanied every different combination of the values of the 
different factors; and it would further yield a statement of the 
net difference in the price which accompanied specific differences 
in the value of one factor while associated with a specified con- 
stant combination of the values of the other variables. There 
would obviously be a very large number of these statements for 
each factor—one statement for each different combination of 
the other factors. In a case where several statements for one 
variable were quite similar for different accompanying combina- 
tions of the other variable (that is, for example, where the rela- 
tion of the daily receipts to price was apparently not affected by 
the combination of other factors present), the statements could 
be simplified by combining them into a set of averages. These 
averages would show the average net relation between differ- 
ences in the particular factor and in price, other factors remain- 
ing constant, no matter at what combination. Since but one 
statement of this sort would be required for each variable, the 
results would thereby be much simplified. 

To put this method of analysis to practical use, however, is 
not feasible, as may readily be shown by consideration of the 
number of subgroups which would have to be made in handling 
even a small problem. Thus if there were but five variable fac- 
tors to be considered, and each one had but five different numer- 
ical values, 3,125 different sub-groups would be required to clas- 
sify all the possible combinations; while if 10 factors with 1o 
different values each were considered, the possible combinations 
run up to the surprising total of ten billion (10 to the tenth 
power). In view of the real complexity of economic relation- 
ships, it is quite apparent that to attempt an analysis by group- 
ing alone would be quite futile. 

At this point, however, mathematicians have come to our 
aid with a means whereby we can gain some measure of the re- 
sults desired without resorting to the elaborate procedure and 
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minute subclassification sketched above. This method, some- 
what akin to the solution of simultaneous equations, is known 
as “the method of least squares.” It has been further elaborated 
into a statistical technique known as “multiple curvilinear cor- 
relation,” by the use of which a very considerable part of the 
results sketched previously can be obtained. 

In its simplest form, the method of multiple correlation gives 
results based upon two assumptions: (a) that the relations con- 
form to the simple type described above, where the changes in 
the price for accompanying changes in any one factor are not 
affected by the particular (constant) combination of other fac- 
tors present; and (0) that the relations are linear, i.e., that the 
change in price with a given change in any one factor is depend- 
ent solely upon the amount of change, and is not influenced by 
the size of the factor at the time. More complicated methods 
(multiple curvilinear correlation) have made this last assump- 
tion unnecessary, while methods now being evolved may ulti- 
mately remove the first one. 

The remainder of this paper presents the results of a study 
of the price of a specific product (lamb) by this method. Since 
curvilinear correlation was used, assumption (b) above was un- 
necessary. The rigor of the three original assumptions in the 
hypothetical case was relaxed somewhat as follows: (1) Only 
as much of the variation in price was ascribed to the factors con- 
sidered as could be mathematically accounted for by them; (2) 
the extent to which other factors involved in the market affected 
the price was determined by how far the factors considered 
failed to explain the price changes; and (3) any shift in the re- 
lation of change in price to change in the combination of the 
factors was assumed to be regular and progressive, either sea- 
sonally recurring or constantly progressing, and a provision was 
made for measuring this change. 


SUMMARY OF THE STATISTICAL RESULTS 


The statistical analysis of the monthly average price of 
dressed lamb covered the period 1907-23. It showed that 96 
per cent of the variation in monthly lamb prices during that 
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period (including the war) could be ascribed to the relation of 
lamb prices to objective factors influencing the men who com- 
pose “the market.” The relation of lamb prices to seven of these 
factors was mathematically determined. General price level and 
the per capita production of lamb under inspected slaughter 
were the most important of the factors considered; the prices 
of steers and of veal were next in significance, though much less 
important; and changes in business activity, in hog prices, and 
in the per capita demand for lamb were the least important. 
While a well-defined seasonal shifting of the level of demand 
was found, there was no significant change in the per capita level 
of demand over the period as a whole. 


RELATION OF LAMB PRICES TO EACH FACTOR 


The relation between the supply of dressed lamb and the 
price received was found to be as shown in Figure 1. This curve 
for the relationship of supply and price was determined while 
simultaneously allowing for the relation of prices to the other 
factors included in the study (by the method of multiple cor- 
relation). The figure is drawn for the 1924 level of prices, but 
is based upon the data for the whole period. 

While this curve of quantities produced and prices received 
may not be identical with the theoretical demand curve of prices 
asked and quantities demanded, it seems that it should be a very 
close reflection of the latter, especially in cases where the data 
define the curve as sharply as in this case. The curve indicates 
an elasticity of demand of —1.5 through most of the central 
portion, with the elasticity increasing to —3.7 at the upper ex- 

* The curve shown is a curve of supply and price; i.e., it shows the prices re- 
ceived for different quantities put upon the market. The traditional demand 
curve is a curve of prices asked and quantities taken off the market. The two are 
not necessarily identical—the supply which sets the price, and the supply which is 
taken off the market at that price, are not always the same. For a statistical dem- 
onstration of this point, see W. T. Hedden and Nathan Cherniack, Measuring the 
Melon Market, Mimeographed Preliminary Report, U.S. Department of Agricul- 
ture, Bureau of Agricultural Economics, August, 1924. See also page 246 of this 
paper. 
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tremity and to —3.9 at the lower.® That is, a 1 per cent increase 


in price when prices are about average results in about 1.5 per 
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Fic. 1.—Demand curve for lamb and mutton 


cent decrease in consumption, while when prices are either very 
high or very low a 1 per cent increase in price would reduce 


* The elasticity of demand is defined by Marshall as the ratio of the rate of 
relative change in price to the corresponding rate of relative change in quantity 
taken. For very small changes, it would equal the percentage increase in quantity 
divided by the percentage increase in price. Since for normal demand curves the 
quantity taken decreases as price increases, the coefficient of elasticity is ordinarily 
of negative sign. See also Henry Schultz, “The Statistical Measurement of the 
Elasticity of Demand for Beef,” Jour. Farm Econ., Vol. VI, No. 3 (1924); also 
in Jour. Pol. Econ., XX XIII, 481-504, 577-637. 
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consumption nearly 4 per cent. It appears from this curve that 
while the demand for lamb is only moderately elastic at prices 
ranging from 20 to 28 cents per pound wholesale, yet when sup- 
plies are very short and prices rise above 28 cents the demand 
becomes much more elastic. Decreases in supply below three- 
tenths of a pound per capita per month did not bring anything 
like the further price advance that would be expected from the 
rest of the curve. To this extent at least, the curve bears out 
Marshall’s statement that when the price of one meat varies 
while the prices of others are held constant, the demand for the 
first one is very elastic.’ 

The aualysis also shows that lamb prices are closely related 
to the price of steers: with the effect of other factors held con- 
stant, lamb prices changed 3.2 per cent, on the average, with 
each ro per cent change in steer prices. They are not so closely 
related to the prices of other meats, however—changes of 10 per 
cent in hog prices being accompanied by changes in lamb prices 
of but 0.4 per cent, and changes of ro per cent in veal prices by 
but 0.3 per cent in lamb prices. A change of ro per cent in the 
prices of the products represented in the Harvard Price Index 
of business activity (other factors, including the general level 
of prices, remaining unchanged) was accompanied by but o.5 
per cent change in lamb prices.* Evidently lamb prices are not 
nearly so sensitive to industrial conditions as are the products 
included in the Harvard Index. 

While lamb prices changed with changing price level, they 
did not change to quite the same extent, changes of 10 per cent 
in the index of general price level computed by Carl Snyder’ 
being accompanied by changes of but 7.9 per cent in lamb price, 
holding constant the effect of other variables. 

Figure 2 shows the actual price of dressed lamb monthly 

* Alfred Marshall, Principles of Economics (8th ed., 1920), Book III, chap. 
iv., SCC. 3, P. 105, N. I. 

* As used in this study, the Harvard Price Index of Business Cycles was first 
divided by the Bureau of Labor Index of wholesale prices, to eliminate the 
changes in the Harvard Index due to general shifts in whole prices. 


* Carl Snyder, “A New Index of the General Price Level from 1875,” Jour. 
Amer. Stat. Assoc., Vol. XIX, New Series No. 146 (June, 1924). 
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from January, 1907, through June, 1926. The data used in 
the correlation study covered only the period January, 1907, 
through December, 1923 (204 months). The broken line in the 
figure represents the price computed from the correlation results 
for the period from 1907 through 1923, from whose data the 
relation between price and the other factors was determined. 
The dash-and-circle line from January, 1924, to June, 1926, 
shows estimated prices for the subsequent months. These esti- 
mates were obtained by assuming that the effects of the various 
factors upon price would continue to be the same in this subse- 
quent period as they had been determined to be in the earlier 
period.*® The chart shows that these estimates during 1924, 
1925, and 1926 came just about as near to hitting the actual 
prices as had the computed values for the earlier period. 
The average error of estimate was 4.9 per cent for the period 
1907-23, and 5.0 per cent for the subsequent period. Appar- 
ently there has not been any significant shift in the relative sig- 
nificance of the various forces determining the price of this prod- 
uct, the factors which explain price changes from 1907 to 1923 
serving just as effectively to explain prices in 1924, 1925, and 
1926. 

In fact, the economic interrelations would appear to have 
been fairly constant through the whole period of nearly two dec- 
ades, with the exception of the months from February, 1921, 
to the end of 1922. During this period of readjustment the sea- 
sonal fluctuation in lamb price was greater than weu!d have been 
expected from the lamb supplies and the values of other prod- 
ucts. It would seem, however, that since this period the various 
influences have re-established the previous alignment. 


DETAILS OF THE ANALYSIS 


Basic hypothesis—The usual economic discussion of the 
forces which determine price may be summarized thus: Price 
is a determinant of quantity produced (the quantity which will 


* Stated mathematically, the estimates were obtained by applying to the ob- 
served values of the various independent factors for each of these subsequent 
months the constants computed from the earlier observations. 
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be offered or produced at various prices being designated the 
“supply schedule’’); the quantity produced is a determinant of 
price (the prices which will be paid for varying quantities being 
designated the “demand schedule for that market”); retail 
prices are a determinant of quantity consumed (the quantities 
which will be purchased at varying retail prices being designated 
the “consumers’ demand schedule”). Among the factors which 
determine the level of the various demand schedules are the 
alternative uses of resources in buying other goods; and among 
those determining the level of the supply schedules are the alter- 
natives in producing other goods. So through the whole system 
the prices are maintained in equilibrium, or rather, are in con- — 
stant readjustment toward an equilibrium. 

As thus customarily stated, price or supply is each regard- 
ed at one step as a resultant factor (effect), and then each in 
turn as a determining factor (cause). In mathematical termi- 
nology, what is a dependent factor at one stage of the argument 
becomes an independent factor at another. For statistical analy- 
sis of these relationships, however, it is necessary to consider 
one factor, and only one, as the dependent or resultant factor 
through any one stage of the process, and all the other factors 
as independent or causal factors. From this point of view, the 
forces involved in price determination present three separate 
problems for analysis: (1) What determines price? (2) What 
determines quantity consumed? (3) What determines quantity 
produced? 

Under (1), the price for the given period is considered the 
dependent factor or result; and the supply (taken as a definite 
quantity), prices of alternative products, prices of joint prod- 
ucts (if any), quantity in storage, the price level, purchasing 
power of consumers, and so on, are regarded as independent or 
causal factors. The relation determined here between supply 
and price gives a curve of supply and price; i.e., prices paid 
when various quantities are on the market. 

Under (2), the quantity consumed during the period is con- 
sidered as the dependent factor; the price at the time, the prices 
of alternative products, the purchasing power of consumers, and 
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so on, are regarded as independent factors. The relation deter- 
mined here between price and quantities consumed gives a true 
demand curve, in the traditional use of the term. 

Under (3), the quantity produced at some subsequent pe- 
riod is considered as the dependent factor (the degree of lag or 
lags between a change in price and a corresponding change in 
production necessarily varying with the technical conditions of 
the industry), and the price (or prices) at the earlier period (or 
periods), the price of various cost goods, physical conditions 
affecting supply, the prices of various alternative products which 
can be produced with the same resources, and so on, are consid- 
ered the independent factors. The relation determined here be- 
tween price and supply gives a true supply curve, in the tra- 
ditional sense of the term for long-time price determination, 
though not for short-time price determination. The supply curve 
in the latter sense dwindles down to a single point—the actual 
supply on the market—under the treatment of Case 1. 

For the study in hand, the factors determining a given price 
during successive periods are to be considered, taking the sup- 
ply as a given factor and not inquiring into the reasons for 
changes in supply. The study therefore falls under Case 1; we 
will examine only the immediate factors which cause a change 
in price, and not inquire into what makes those factors change. 
We therefore proceed to a discussion of what factors were used 
for this purpose. 

Data used and factors considered——The study was origi- 
nally begun with the price of live lambs. It was found that the 
value of the wool was a very important factor, that the weight 
of the fleece varied widely and erratically at different seasons of 
the year, and that the quotations on live lambs made no con- 
sistent differentiation between shorn and unshorn. For this rea- 
son, the study was shifted to a dressed meat basis, leaving the 
relation between the price of dressed meat and that of live lambs 
to be worked out independently." 

“For the period 1907 through 1923 the price of wool and of dressed lamb 


gave a correlation of R=.991 with the price of live lambs. This included, how- 
ever, all similarity of movement due to changing price levels. 
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Prices of round dressed lamb from the National Provisioner, 
1907 to 1913, and the Bureau of Labor Statistics, 1914 to 1925, 
were used as the dependent series in the correlation study. This 
price was therefore the one whose fluctuations were to be ex- 
plained. 

The weight of lamb and mutton produced from animals 
slaughtered under federal inspection was selected as the best 
series to represent supply. While the proportion of the total 
slaughter which comes under federal inspection has varied 
somewhat, and probably increased slightly since the reports were 
inaugurated, it is such a large proportion of the total that it 
makes by far the best series of supply data available. During 
recent years lamb and mutton imports have varied from about 
0.5 per cent to 3 per cent of the domestic slaughter under fed- 
eral inspection, while the exports have been even smaller. Im- 
ported lamb, therefore, is only a negligible portion of the sup- 
ply. There were heavy imports of frozen lamb for a brief period 
after the war, but it did not suit the palate of American con- 
sumers, and the attempt to introduce the new source of supply 
was a failure. 

Since it was desired to state the supply in terms of rate of 
flow for equal periods, the production during different months 
had to be corrected for differences in the length of months. The 
total slaughter for each month, less weight of animals condemned, 
was therefore adjusted to the basis of a month of 30.4 days. It 
was then divided by the total population of the United States, so 
as to make the basis of the study per capita demand and to elimi- 
nate the factor of population growth from those which would 
have to be considered. The monthly population figures were ob- 
tained by interpolating between the annual estimates of the 
Bureau of the Census. 

To represent substitute foods, beef, pork, and veal prices 
were considered. The hog prices used were the series on the 
price of dressed hogs at Chicago, from the National Provisioner, 
Since the Bureau of Labor Statistics series for whole beef car- 
casses began only in 1913, it was necessary to use the price of 
live animals. The Drovers’ Journal prices for good beef steers, 
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1,100 pounds up, to July, 1920, and subsequently the substan- 
tially equivalent Department of Agriculture series for 1,100- 
1,500-pound steers, were used to represent beef prices. As no 
data were available for dressed veal, the Drovers’ Journal and 
Department of Agriculture figures for native veal calves were 
used instead. 

Recent events indicate that dressed poultry also may be an 
important alternative to lamb on the consumer’s table. Poultry 
prices, however, were not considered in time to be included in 
the analysis. ' 

The Harvard Price Index of Business Cycles, on the 1890- 
99 base, divided by the Bureau of Labor Statistics Index of 
wholesale prices, on the 1913 base,** was used to represent 
changes in business activity, and hence in consumers’ ability to 
purchase. 

The hog, steer, and veal prices were likewise divided by the 
all-commodity wholesale price index to reduce them to terms of 
“constant purchasing power.” The price of lamb, however, was 
left stated in actual dollars so as to determine which index was 
the best “deflator.” No other changes to eliminate any part of 
the variation were made in any of the data. The interrelations 
of the seasonal and secular movements, as well as the movements 
not related to time, were thus left in the data for study. 

The factors enumerated do not include all those which might 
have some relation to the price of this product. For one thing, 
no measure is included of speculative forces in the market. For 


* Since there is some correlation between the wholesale price index and gen- 
eral business conditions, this operation may have eliminated from the Harvard 
Price Index some of the change actually due to changing price relations. In addi- 
tion, there is a question whether the Harvard Price Index can be used to represent 
changes in the purchasing power of consumers with changing business conditions, 
as their prosperity does not necessarily fluctuate in exact relation to the prices of 
the commodities which make up this index. For these reasons the relatively slight 
relation which this analysis showed between lamb prices and the index of business 
cycles does not prove that there is no significant relation between consumers’ 
prosperity and business cycles; it merely shows that if there is such a relation, the 
factors used were not adequate to reveal it. Perhaps indexes of employment and 
of wages would give better results for this purpose than do indexes such as this, 
which are constructed primarily to show variations in the cycle of business ac- 
tivity. 
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commodities such as hog products, which can be carried in stor- 
age for considerable periods, anticipated changes in supplies 
may be equally important with current supplies. Lamb, how- 
ever, is a commodity which is rather perishable and is moved 
into consumption quite rapidly. During recent years the total 
cold-storage holdings of frozen mutton and lamb have but rare- 
ly exceeded 1 per cent of the annual slaughter, indicating how 
very insignificant this factor is in the market. For this commod- 
ity at least, current supplies and current consumptive demand 
are of much more importance than are future supplies and fu- 
ture demand. 

As a matter of fact, graphic comparison of supplies (as 
measured here) and prices indicates that price changes lag 
slightly behind supply changes. This is possibly due to the fact 
that it may take a few days from the time the lambs are slaugh- 
tered until the meat is sold to wholesalers; and then possibly a 
short additional time before the wholesale price becomes read- 
justed to the changed supplies. The graphic comparison indi- 
cated that slaughter of the previous month was of some impor- 
tance, though not so important as the slaughter of the current 
month. Thus in consecutive months when supplies remained at 
about the same high level (as in 1909, 1912, and 1921), prices 
the second month were slightly lower than the first month; and 
in some cases where an individual month showed an unusually 
high or low point in production, the corresponding low or high 
point in price did not show until the succeeding month. This fac- 
tor of lag (or lack of exact time comparability of the series of 
supply and price data) could have been taken into account by 
simultaneously considering both the current month’s supply and 
the previous month’s supply, the latter thus making an addi- 
tional independent factor in the multiple correlation. Since it 
was desired to use as simple an expression of supply as possible, 
however, this was not done. Including the additional factor 
would probably have slightly increased the accuracy of the re- 
sults. 

Another group of factors which affect prices to some extent 
is that relating to the prices of substitute products. The prices 
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of the products which probably most directly compete with lamb 
for a place on the consumer’s table—veal, beef, and pork prod- 
ucts—were included, but it is quite possible that the demand for 
lamb is also affected by the general level of the price of all 
foodstuffs—cereals, vegetables, live-stock products, chicken, etc. 
Since it was necessary to restrict the number of variables con- 
sidered, these additional factors could not be taken into account. 
Had they been, it is probable that some of the 4 per cent of vari- 
ation which was not associated with the other variables would 
have been explained by these additional ones. 

Finally, in considering these lamb prices it must be borne in 
mind that the monthly average covers up much of the variation 
in price which actually occurs from week to week, from day to 
day, and even from hour to hour. The price of lamb seems to be 
unusually sensitive, and even in successive months when the 
average price remains unchanged the daily prices may show 
wide and erratic variations. In some months and even years, 
however, prices have varied around a relatively high figure, 
whereas during other periods they have fluctuated around a 
relatively low level. It seemed desirable to investigate the con- 
ditions related to this general level of prices before going into 
the more detailed study of daily price fluctuations. This study, 
therefore, dealt with only the monthly average price, leaving 
aside changes of a shorter duration. 

Factors correlated and form of the regression equation — 
The factors finally used, and the units in which they are ex- 
pressed, are given in Table III. 

Factors A and H were included to account for any secular 
or seasonal movement in lamb prices which could not be ex- 
plained by differences in the other factors** while lamb prices 
were not deflated, and the price index was included as one of the 
factors so as to determine just how sensitive lamb prices were to 

* Allowances for trend and seasonal influences are at best but arbitrary 
measurements of the effect of influencing factors otherwise unmeasured; there- 
fore their use is justified only after the influence of more directly measured fac- 
tors has been extracted. See Bradford B. Smith, “The Error in Eliminating Secu- 


lar Trend or Seasonal Variation before Correlating Time Series,” Jour. Amer. 
Stat. Assoc., Vol. XX, New Series, No. 152 (December, 1925}. 
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price-level changes, instead of assuming a one-to-one relation- 
ship.** 

The Bureau of Labor Statistics Index of Wholesale Prices 
was also used in one correlation as variable G’. 

All the variables were expressed as logarithms to base 10, 
both to test out the relation to price level (as explained in the 
article referred to) and to measure the relations on a relative 
or percentage basis rather than on an absolute or additive basis. 


TABLE III 
Factors CoRRELATED AND Units IN WuicH STATED 








DesIc- 
chee VARIABLE Unit 





Number of month, beginning with January, 1907 | 1 month 
Dressed lamb per capita per month of 30.4 days | 1 pound 
Hog prices divided by Bureau of Labor Index 
of Wholesale Prices, all commodities 1 dollar per 100 pounds 
Steer prices divided by Bureau of Labor Index | 1 dollar per 100 pounds 
Veal prices divided by Bureau of Labor Index 1 dollar per 100 pounds 
Harvard Price Index of Business Cycles, divid- 
ed by Bureau of Labor Index Index in three digits 
Snyder’s Index of General Price Level 100 for 1913 
..| Months of year, from 1 to 12 Individual month 
.| Price of round dressed lamb (not “‘deflated”’) 1 dollar per 100 pounds 











The regression equation for the linear multiple correlation 
solution was of the form: 


(Eq. 1) log I=8, log A+-8, log B+-8, log C+-b, log D+-8, log E+-b, 
log F+-0, log G+K. 


This equation is of the type required under “Basic Hypoth- 
esis,’ Case 1. The price (I) is regarded as the dependent or re- 
sultant factor; all the others, as independent or causal ones. 

Variable H was not included in equation 1 because it was 
necessarily curvilinear, and could not be considered until the de- 
termination of curves by the approximation method was begun. 

Preliminary studies showed that variable G (Snyder’s In- 
dex) had a much higher net (partial) correlation with lamb 
prices than had variable G’ (the Bureau of Labor Index); 


* Mordecai Ezekiel, “The Assumption Involved in the Multiple Regression 
Equation,” Jour. Amer. Stat. Assoc., Vol. XX, New Series, No. 151, 1925. 
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the former was therefore used in the more extended study.’® 
Snyder’s Index shows practically no change with the periodic 
changes in business activity, whereas the Bureau of Labor Index 
is rather responsive to such changes. The result at this stage in- 
dicated that the price of lambs, while responsive to the general 
trend in price level, was not equally responsive to the periodic 
fluctuations which characterize fluctuations in business activity. 


CORRELATION RESULTS 


Solution of the normal equations to determine the unknown 
constants of equation 1 gave a multiple correlation of R = .969 
for the relation. Further study by the method of successive 
graphic approximations’ showed that all of the regressions were 
approximately linear except 5., and gave also the curvilinear 
function for the seasonal correction. 

The regression equation for the linear solution was 


(Eq. 2) log I= —.o015 log A—.6550 log B+-.0875 log C-+-.3259 log 
D-+-.0654 log E+-.0984 log F+-.8034 log G—1.3442. 


For the curvilinear solution, f (log B) was substituted for 
—.6550 log B, and f (H) was added.’ (Eq. 3.) 

The values for f (log B) are the logarithms of the curve 
shown in Figure 1, while the values for f (H) are the logarithms 
of the values in Table IV. 

The index of multiple correlation for the formula including 
the f (H) and f (B) was P = .982. This shows that 96.4 per 
cent of the variation in lamb prices over the period can be ex- 
plained in terms of the mathematical relation to the factors in- 


* When both G and G’ were used in the equation, together with all the other 
variables, the net correlation of Snyder’s Index, G, with I, holding constant the 
effect of other variables, was +-.496; while the similar net correlation of the 
Bureau of Labor Index, G’, was but +.052. 

* Mordecai Ezekiel, “A Method of Handling Curvilinear Correlations for 
Any Number of Variables,” Jour. Amer. Stat. Assoc., Vol. XIX, New Series, No. 
148 (1924). 

* For the range from 0.30 to 0.55 pounds per capita the values of f (log B) 
are practically identical with —.6550 log B, and the latter may be used instead in 
making estimates within this range. 
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cluded in this last formula (eq. 3), and that only 3.6 per cent of 
the variations remained unexplained.** 

Relative importance of individual factors.—The relative im- 
portance of each factor as a cause of changes in lamb prices is 
roughly indicated by the coefficients of determination. These co- 
efficients for each independent variable are shown in Table V.*® 


TABLE IV 


VaLuEs oF Anti-Loc or f (H) 


Price in Percentage of Price Expect- 
Month ed from Other Factors 


ee eer ey 
February ; . ; a me ae a2 sha 99.3 
So , we Oe. a eee 07-3 
April . , — ; ‘ 220 2 . 005 
May . ; ‘ ‘ ‘ ; , . ~ SS 
June ee a ee ee ee 
July ae ay ee oe 
August ... ‘ ; — ts = ae 
eee ae eee ee ee ee 
October . , : ; ge! Oy ‘ fda 07.3 
See cs. a, Pr +e i) ene ee 95.1 
ae a ee ee 94.6 


The increase in correlation obtained by using the curved re- 
gression for B raises its determination a trifle more to 30.0 per 
cent; and the increased correlation from adding the net curve 
for residual seasonal variation in price indicates a determination 
of +2.5 per cent for the seasonal shift in demand. 

These coefficients of determination are statements of the 


* P® and 1— P*, respectively. 

*” The coefficients of correlation between the dependent and independent 
variable are multiplied by the respective net regression coefficients, expressed in 
terms of unit standard deviations. The sum of these products is the square of the 
coefficients of multiple correlation; and each individual product is the coefficient 
of determination for the respective independent variable. When the variables are 
all reduced to unit standard deviations, the coefficient of determination equals the 
gross (or zero order) regression coefficient times the partial (or highest order) re- 
gression coefficient, both coefficients being for the average change in the dependent 
variable with unit changes in the independent. When the partial correlation is of 
opposite sign from the gross, the coefficients of determination are necessarily nega- 
tive. See Bradford B. Smith, “Forecasting the Acreage of Cotton,” Jour. Amer. 
Stat. Assoc., Vol. XX, New Series, No. 149, p. 42, n. 
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proportion of the total variability of the dependent factor, lamb 
prices, which for the period studied can be mathematically re- 
lated to the variability of each of the other factors included in 
the particular study.” For this present study, therefore, the co- 
efficients of determination, showing the relative significance of 
each variable over the period studied and for the particular com- 


TABLE V 
APPARENT IMPORTANCE OF Eactt OF THE SEVERAL Factors AS A CAUSE OF 
CHANGES IN LAMB PRICES 

Factor Per Cent Determination 
A—Long-time trend . ‘ . tw! = =i 
B—Lamb slaughter . ... . » « age 
C—Hogprices . . . . . «© «© — 02 
D—Steer prices . . ‘ ‘ ? : . ae 
E—Vealprices . . . . +. «© « =24 
F—Business activity. . . . . . -o7 
G—General pricelevel . . . . . +683 


bination of variables included, may be used as indicating in a 
very general way the relative significance of each of the inde- 
pendent variables as factors related to lamb prices. They would 


be modified by the inclusion of other independent factors, and 
hence they cannot be interpreted as measures of absolute rela- 
tionship. 

Effect of price level on the correlation Remembering that 
the lamb price with which the other factors are correlated is an 
actual price, uncorrected for price level, it is evident that much 


» It must be remembered that factors not included in the regression equation 
may yet have influenced the price; if they did, either through or concomitantly 
with any of the independent factors considered, their effect would already be in- 
cluded in the coefficients for such variables. It must also be remembered that 
these coefficients are computed while simultaneously allowing for the effects of the 
other variables stated, but while not taking into account many other factors pos- 
sibly affecting prices. Dropping any of the significant factors from the group, or 
adding an additional factor to those considered, would cause a shifting in the 
computed net relation of the other factors to lamb prices, and hence some change 
in the values of the coefficients of determination. Experience has indicated, how- 
ever, that when the correlation is already so high as in this case, the introduction 
of additional variables will seldom change the relative rank of the coefficients of 
determination very seriously, unless the new variable is one highly correlated with 
one or more of the independent variables already considered, and whose relation 
to price has therefore been included in the relation previously measured. 
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of the high correlation is due to the relation between price and 

price level. It is therefore pertinent to inquire what would be the 

correlation if the price, adjusted for price level according to the 

relations found, should then be correlated with the other factors. 
The problem may be illustrated from equation 2: 


log I—.8034 log G=.oors5 log A—.6550 log B+ . . . . —1.344 


This equation gives the formula by which actual lamb prices 
may be estimated for given months from known values of slaugh- 
ter, price level, and the other factors. 

Now if the term in G is shifted to the left hand side of the 
equation, it becomes: 


log I—.8034 log G=.oo15 log A—.6550 log B+... . —1.344 


Thus written, the equation gives a formula by which lamb 
prices, “deflated” for price level according to the relation to 
price level determined by the analysis, may be estimated for giv- 
en months from known values of slaughter, steer prices, etc. 
For the relation stated in this fashion, what would be the corre- 
lation between the estimated prices and the actual prices (both 
deflated by price level) ? 

Computing the correlation for this relation, the correlation 
of R = .969 for equation 2 (the linear solution) is reduced to 
R = .847, and the correlation for the solution using functional 
values for B and H is reduced to P = .889. This does not mean 
that the earlier result was wrong, but merely that eliminating the 
fluctuation in lamb prices due to price level reduced their varia- 
tion so much that absolute errors which amounted to only 3.6 
per cent of the deviation of the raw prices amount to 21 per cent 
of the deviation of the adjusted prices (1—.889°=.209). 

Interpretation of the regression coefficients —The coeffi- 
cient of net regression for A, the long-time trend, has the small 
negative value of —.oo15 (eq. 2). Translated into terms of ac- 
tual values, this means that, eliminating the effect of other fac- 
tors, the quantity of lamb (slaughtered under federal inspec- 
tion) which would sell at $10.00 in 1907 would have sold at $9.94 
in 1911, $9.93 in 1915, $9.92 in 1919, and $9.92 in 1923. This 
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slight tendency to decrease is possibly due to the fact that in 
the earlier years the slaughter under federal inspection did not 
include quite such a large proportion of the total slaughter as in 
the later years, and hence a given slaughter was slightly more 
significant. It may be tentatively concluded that there has been 
no significant shift in the per capita demand for this product.” 

The net regression curve, f (B), has already been shown in 
Figure 1 and its significance explained.” The net regression for 
seasonal variation, f (H), has also been given in tabular form. 
The net regressions for the other variables are all linear, as given 
in equation 2. The coefficient of net regression for the relation 
between I (the price of lamb) and D (the price of steers) is 
-+-.3259. Stated mathematically, the relation between the two 
variables, with the other factors in the equation constant, is giv- 
en by the equation 


log I= + .3259 (log D) 
or in terms of real values 
I=D-#% 


which being translated means that, as measured by this study, 
lamb prices change with changes in steer prices at a rate equal 
to 32.59 per cent of the rate of change in steer prices. The proof 
for this is the same as the proof that the reciprocal of the net re- 
gression for B (in the present case) measures the elasticity of 
demand.”* 


™ The reason why the change in the trend, as measured, is greater for the 
first few years than for the subsequent years is that the number of months from 
the origin was expressed in logarithms the same as were the other variables. The 
logarithmic difference between 1 and 13, for example, is of course much greater 
than between 145 and 157. While the trend is so slight in this case that this re- 
sults in no serious error, it is believed that it would have been better to express 
the time (number of each month from origin) in natural numbers, even though all 
the other variables were expressed in logarithms. 

* Correcting lamb prices for the effect of the other variables according to the 
relations of equation 3, the correlation between slaughter and the adjusted prices 
was —.86, as compared to the simple (gross) correlation of —.73 between slaugh- 
ter and unadjusted price. 

* Mordecai Ezekiel, “The Assumptions Implied in the Multiple Regression 
Equation,” Jour. Amer. Stat. Assoc., Vol. XX, New Series, No. 151. 
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Computing the per cent change in lamb prices for specified 
per cent changes in the several independent variables, the net 
regression of lamb prices on the other variables may be more 
simply expressed as in Table VI. 

This statement gives the average change in lamb prices 
which was found to accompany changes in each variable in turn, 
while eliminating changes associated with changes in all of the 
remaining variables. While this mathematical association does 
not, of course, prove a cause-and-effect relationship, it would 
seem that when a considerable degree of uniformity can thus be 


TABLE VI 


Net CHANGE IN LAMB PRICE, FOR SPECIFIED PER CENT CHANGES IN THE 
SEVERAL INDEPENDENT VARIABLES, WITH OTHER FACTORS 
HeEtp CoNSTANT 








5 Per Cent In- 10 Per Cent In- 15 Per Cent In- 
INDEPENDENT VARIABLES CREASE IN INDEPEN- | CREASE IN INDEPEN- | CREASE IN INDEPEN- 
DENT VARIABLE DENT VARIABLE DENT VARIABLE 





Per Cent Change Per Cent Change Per Cent Change 
in Lamb Price in Lamb Price in Lamb Price 

Price of hogs +0. 43 +0. 75 +1. 23 
Price of steers +1.60 +3.16 +4. 66 
Price of veals +0. 32 +0. 62 +0.92 
Supply of lamb*........ —3.19 —6.14 —8.88 
Price index of business cy- 

+0. 48 +0.95 +1. 38 


l 
Index of general price level +4.00 +7.86 +11.88 














* For values of B within the range from 0.30 to 0.55 pounds per capita. 


demonstrated in the relation of two variables from over two hun- 
dred observations from a universe where thousands of different 
influences are constantly readjusting themselves to each other, 
the relationship observed, if not evidence of a cause-and-effect 
relationship, is at least evidence of clearly defined mutual cause 
or causes. 

It is interesting to note that in general the extent of net vari- 
ation in lamb prices which accompanied variation in each of the 
other factors agrees quite well with the rankings as given by the 
coefficients of determination. Thus price level was by far the 
most significant factor on the latter score, showing 68.3 per cent 
determination; while the average net relation found was a 
change of 7.9 per cent in lamb prices for 10 per cent change in 
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price index. Similarly, lamb supply, with 29.9 per cent, and steer 
prices, with —3.1 per cent, were second and third as “determi- 
nants”; while lamb prices show a net change of —6.14 per cent 
and +-3.16, respectively, for increases of 10 per cent in these 
two variables. For the remaining three variables shown, the 
agreement is not so good, the order being inverted. For all of 
these latter, however, the coefficients varied within a relatively 
small range of 1 or 2 per cent, and both ways of measurement 
agree in showing the relation of lamb prices to these factors 
to be small relative to the relation to the three other factors. 

Lamb prices, then, during the period studied varied quite 
closely with changes in the general price level and the per capita 
supply of lamb, varied to a less extent with beef prices, and to a 
still slighter extent with the price index of business cycles and 
the prices of hogs and veal calves. 

Probable error of the estimating equation.—Since all com- 
putations were made on a logarithmic basis, the error of estimate 
for the period covered must be stated as a percentage. The 
standard error of estimate in using equation 3 to compute the 
value of lamb over the period studied was 6.2 per cent, as com- 
pared to a standard deviation of 37.6 per cent. This standard 
error does not necessarily tell very much about how accurately 
prices can be computed by this formula in the future, for the 
economic relationships are ever subject to change. However, the 
fact that the average error of the estimates from January, 1924, 
through June, 1926, was about 5.0 per cent, compared to a theo- 
retical average error of 4.9 per cent for the period 1907 through 
1923,"* indicates that no change has yet taken place in the rela- 
tive significance of the variables considered. 

It should be noted that a considerable part of the variation 
in price which has not been mathematically explained is in the 
seasonal movement of individual years. As will be seen from Fig- 
ure 2, in some years, notably 1909, 1910, and 1919, the summer 

™ The average error for a normal distribution equals 0.79788 times the stand- 
ard error. See G. U. Yule, An Introduction to the Theory of Statistics (6th ed., 


1922), chap. xv, sec. 11, p. 304. The average error given is therefore computed as 
follows: log av. error=o.79788 (log standard error). 
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‘decline in price occurred a month after the estimate indicated 
that it should. A larger item of disagreement lay in the fact that 
during some other years, as 1911 and 1912, 1921 and 1922, the 
price had a much more marked seasonal movement than normal, 
as indicated by the estimate. From this it would appear that 
though the significance of the factors which set the general level 
of the price remained constant from year to year, the short-time 
or seasonal reaction in one year may be different from that in 
other years. It should be remembered, too, that lamb is far from 
a single uniform commodity. The shipments from different sec- 
tions of the country vary widely in quality and finish, and even 
for the same producing section may vary from year to year with 
the weather and pasture conditions. Detailed data on the com- 
position and quality of the supply would be necessary to give a 
more adequate representation to the supply side of the market. 


CONCLUSION 


Economics may be reduced to a definite science when it can 
be demonstrated that there are “laws” of human behavior which 
hold true with something of the same invariance as do the laws 
of the natural sciences. There is a possibility that, taken in large 
groups, men may consistently show the same responses in eco- 
nomic behavior to given variations in objective conditions. In 
the aggregate the composite of actions by the men dealing in a 
primary product may thus follow definite “laws” of relationship. 
The measurement of such relations is rendered difficult by the 
fact that many variables are changing simultaneously. The sta- 
tistical tool of multiple correlation, however, offers one means of 
coping with this difficulty. 

Working on the hypothesis that changes in lamb prices were 
definitely related to changes in other objective factors, the mul- 
tiple correlation method has been applied to the problem. As a 
result, it has been demonstrated that 96 per cent of the variation 
in the average monthly price of lamb over a period of nearly two 
decades can be explained by concurrent changes in other factors 
logically related. In addition, the relative importance of the 
more significant factors has been objectively measured, and defi- 
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nite statements have been obtained of the way in which a change 
in each of these factors tends to affect lamb prices. 

The hypothesis that the functional relation between lamb 
prices and each of the other factors is continuous and unchang- 
ing is not completely proved. The 4 per cent of variation left un- 
explained might cover up a definite shift in the relative impor- 
tance of several of the factors, or it might conceal other elements 
of change or irregularity. The elements of regularity in the de- 
termination of lamb prices, however, far outweigh the elements 
of chance or irregularity, and are in the main reducible to defi- 
nite mathematical statement. 

MorpeEcal EZEKIEL 
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FRENCH SOCIALISM AND FRANCO-GERMAN 
RELATIONS, 1893-1914 


It was around Germany and the lost provinces of Alsace and 
Lorraine that the foreign policy of France in Europe revolved 
after 1871. Without a clear understanding of this fact, pre-war 
French diplomacy would be incomprehensible. Indeed, France 
also sought colonies, but never so eagerly as to lose sight of the 
eastern frontier; and until about 1895 anti-colonialism was a 
sentiment cherished mainly by those intense nationalists who 
feared that the dispersion of the country’s forces would render 
her unprepared to improve an opportunity for revenge. 

The Alsace-Lorraine question was long a stumbling-block to 
the Socialists of France. They were unsparing in their con- 
demnation of the annexation by Germany, yet they could not be 
Socialists and advocate re-conquest by means of war. It was not 
until after the opening of the twentieth century that they as- 
sumed an attitude of complete willingness to let time heal the 
wounds. Even then they did not entirely give up the hope that 
the lost provinces would be returned; they merely took a definite 
stand against war as a means of restitution. 

Prior to the year 1900 the French Socialists can hardly be 
said to have developed a distinctive foreign policy. They were 
at first wholly unfamiliar with the problems of international in- 
tercourse; they were divided into half a dozen different groups; 
and, finally, the period before 1904 was one in which domestic 
issues far outweighed, in the minds of most Frenchmen, all ques- 
tions of foreign policy. Between 1893 (when the Socialist par- 
ties first attained to a position of importance in the Chamber of 
Deputies) and 1900 almost the only members of the Socialist 
parties who took an active interest in France’s position abroad 
were moderates, such as Viviani, Jaurés, and especially Mille- 
rand: men who were not identified with the more or less doc- 
trinaire branches of Socialism, and could therefore more freely 
insist upon the possibility of reconciling internationalism with 
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patriotism. So far as relations between France and other coun- 
tries than Germany were concerned, this position did not cause 
them much embarrassment; but no Frenchman ever thought of 
Germany except as the plunderer, and to protest patriotism for 
France and friendship for her enemy seemed incongruous. The 
burden of this.incongruity Jaurés was willing to bear until he 
found a satisfactory solution of the dilemma; Millerand, on the 
other hand, adopted the attitude of conventional patriotism, 
which led him at last far from the ideal of socialist international- 
ism.’ During these same years Jaurés was exerting his compro- 
mising ability to effect some degree of solidarity within French 
Socialism in view of the Dreyfus crisis; he therefore carefully 
abstained from offending the sensibilities of either Independents 
or Guesdists by committing himself to either’s point of view in 
international relations. Millerand, however, had no such reason 
for concealing his conventional desire for revenge upon Ger- 
many, and undoubtedly found it politically advantageous to be 
able to join his voice to that of the mass of his countrymen on at 
least one issue, and especially one so popular. 

Millerand and the relatively few Socialists whose real senti- 
ments he voiced saw all of their country’s relations abroad 
through the distorting medium of germanophobia. They de- 
tested the Franco-Russian alliance, among other reasons, be- 
cause they feared that it was in reality “a bargain to preserve 
the status quo in Europe established by the treaties of the last 
twenty-seven years .... ,” thus guaranteeing the possession of 
Alsace-Lorraine by Germany.’ They were unwilling to have any 
except strictly formal relations with Germany until proper resti- 
tution had been made for the crime of 1871. Against French co- 
operation with Russia and Germany to prevent a complete vic- 
tory by Japan in 1895, Millerand objected that it would disgrace 
France by laying her open to the suspicion of a rapprochement 

* For brief and concise summaries of the position of the Independent Social- 
ists, cf. Albert Orry, Les socialistes indépendants (Paris, 1911), passim; and 
Georges Jacques Weill, Histoire du mouvement social en France (Paris, 1911), 
PP. 303-4. 

* Journal Officiel, Débats parlementaires, Chambre des Députés, I (February 
7, 1898), 574. 
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with her assailant. Furthermore, he declared, “I think, as many 
other Frenchmen, who are none the less good patriots, that we 
have been deceived by a mirage, that the day of continental peril 
is coming, when we will regret the wasting of millions and of men 
with an improvident prodigality in the four corners of the 
earth.”* Acceptance by France of the Kaiser’s invitation to par- 
ticipate in the opening of the Kiel Canal, also in 1895, this group 
of Socialists indignantly opposed. The foreign minister, M. Ha- 
notaux, remarked that to take part in the ceremonies would be 
a mere civility, but Millerand declared that the world would in- 
terpret it as evidence of improved relations. ‘We Socialists de- 
sire peace,” he said, “but during this same peace, it is permissi- 
ble, it is possible, by our skill and by our sagacity to hasten the 
moment of necessary reparations, toward which time and the 
immanent justice of things are operating in our behalf.”* Even 
after the lapse of nearly three years Millerand considered the 
acceptance of the invitation a humiliation to France, and added, 
“We must never forget the secret thought of the nation.’ It is 
easy to understand how, actuated by such a spirit, he would also 
be forced to regret the increase of German influence in Turkey.*® 
The views of Millerand on foreign policies and armaments 
soon, however, brought him into conflict with the more orthodox 
mass of French Socialism. The degree of unity into which the 
parties of that persuasion had been frightened by the disclosures 
of the Dreyfus affair speedily disappeared when Millerand en- 
tered the Waldeck-Rousseau cabinet in 1899. The Marxian sec- 
tions refused to sanction the participation of a Socialist in a 
bourgeois cabinet; Millerand was, therefore, between 1899 and 
1904, a center of storm, and he gradually alienated even those 
who had at first supported him. One of the incidents in the fight 
was an attempt to expel him from the Parti socialiste frangais, 
the party composed of those who had favored a certain degree of 
co-operation with liberal bourgeois groups. Among the charges 
preferred against him were the following strictures upon his con- 
duct in matters of foreign policy: (1) that in the Chamber he 
*Ibid., June 10, 1895, pp. 1641-43. * Ibid., I (February 7, 1898), 574. 
* Ibid., p. 1643. * Ibid. 
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had voted against a resolution fathered by one of his Socialist 
colleagues that called for French initiative in a general reduction 
of armaments, and had instead voted for one which had been 
accepted by Foreign Minister Delcassé; and (2) that he had 
voted for bourgeois appropriations for French enterprises in 
China. Millerand admitted the truth of the first assertion, but 
declared that Socialists would be untrue to their ideals if, in their 
zeal for disarmament, they should forget the “imperious duty” 
which the “existing situation” forced upon them.’ Jaurés, Re- 
naudel, and others expressed disagreement with Millerand, but 
the former, who was always striving to maintain harmony in the 
party without sacrificing vital principles and ideals, secured a 
small majority for censure rather than expulsion.* 

Between 1900 and 1904 the French Socialists began to take 
a lively interest in matters of foreign policy. Here again the 
Dreyfus affair was an important factor, since it showed how 
militarism thrives on war scares, and therefore how foreign pol- 
icy may react upon domestic policy. About 1902 the French 
Socialists began to repudiate the idea of revenge for 1871. 
Furthermore, the hectic imperialism which characterized the 
opening of the century, and the experience that they had gained 
as an influential group in the Chamber, convinced them of the 
importance of foreign affairs. Indeed, after the crises of 1904 
and 1905, M. Jaurés, the recognized leader of the party, selected 
international relations as his own field of parliamentary special- 
ization. It was about 1904 that the Socialists adopted a definite 
program for Franco-German relations, namely a program of 
rapprochement, an idea that they never ceased to advocate until 
the outbreak of the war in 1914. To be sure, M. Francis de Pres- 
sensé, in the days when he was still merely the liberal foreign 
editor of Le Temps, had suggested that France would be forced 
to enter into closer relations with either England or Germany, 

* Anon., report of the congress at Bordeaux, in Revue Socialiste, XXXVII 
(May, 1903), 546, 572. 

"Alexandre Millerand, “Le socialisme reformiste,’ in Revue Socialiste, 
XXXVII (April, 1903), 437-38. 

* Anon., report of the congress at Bordeaux, Joc. cit., p. 62. 
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and had said that, though unnatural in view of Alsace-Lorraine, 
the union with Germany was conceivable,’ but not until the at- 
tainment of the understanding with England did the Socialists 
finally commit themselves to a similar arrangement with Ger- 
many. 

Several factors contributed to make an entente with the 
neighbor to the east more acceptable to the extreme left in 
France. In the first place French militarism was revealed by the 
Dreyfus affair to be as unbearable as German Junkerism.*° As 
early as 1891, the first year of the Franco-Russian alliance, Vail- 
lant declared that, deserving of condemnation as the Triple 
Alliance undoubtedly was, it constituted a beneficial check upon 
the “grotesque and criminal” chauvinists of France, who dis- 
graced the Republic by a monstrous union with the Tsar." 
Eleven years later Jaurés expressed the same opinion in a letter 
to Andrea Costa, president of the Italian Socialist congress; he 
approved of the Triple Alliance as a “necessary counterweight 
to our chauvinism and to the Franco-Russian fantasies.”** In 
the second place, the fear of the Socialists that France, by her 
alliance with Russia, would become involved in rash adventures 
caused them to look with favor upon the bringing of Germany 
within the circle of her friends.** In like manner the increasing 
maritime rivalry between Germany and England seemed to them 
so fraught with momentous consequences that they wished their 
country to secure its own safety and that of the world by moder- 
ating between them. France, said Jaurés during the Morocco 
crisis of 1905, ought not to “give herself up to Germany against 


* De Pressensé, “The Relations of France and England,” Nineteenth Century, 
XXXIX (February, 1896), 202. 

* Cf. a speech by Jaurés at the International Socialist Congress at Amster- 
dam, 1904, in Revue Socialiste, XL (September, 1904), 297. 

™ Congrés international ouvrier socialiste, tenu a Bruxelles du 16 au 23 aotkt 
1891. Rapport. Publié par le secretariat belge (Brussels, 1893), pp. 63-64. 

“Quoted in part by Graham H. Stuart, French Foreign Policies from 
Fashoda to Serajevo (New York, 1921), p. 132. André Tardieu calls this “his 
sacrilegious letter on the Triplice,” France and the Alliances (New York, 1908), 
p. 14. 

* Cf. an article by the author, “French Socialism and the Triple Entente,” 
in Journal of Political Economy, Vol. XXXIV, No. 4 (August, 1926). 
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England, nor to England against Germany, . . . . but ought to 
believe in the possibility of peace between England and Ger- 
many, and to work for it ceaselessly, with discretion, but with 
sincerity.”** A further reason for favoring an understanding 
with Germany was the conviction held by the leaders of French 
Socialism, and especially by Jaurés, that the Triple Alliance was 
not conceived with aggressive intentions toward France. They 
were sure that Germany desired no more French territory; Aus- 
tria could gain nothing by a war with France, and Italy was 
daily growing more liberal and more friendly.** Finally, the ex- 
traordinary strength of the Socialist party in the Chamber after 
1899 gave them courage to take an idealistic, but unpopular, 
stand. 

To the objection of the intense nationalists that there could 
be no sincere friendship between France and Germany until 
Alsace-Lorraine had been returned, the Socialists replied that 
peace was preferable to restitution with continued hostility. In 
the press and in the Chamber of Deputies they denounced re- 
venge as the “fatal germ” in French policies.** France, said 
Jaurés during the agitation for general disarmament, had been 
vanquished in 1871, but not humiliated, and she could, “without 
embarrassment, close the detested book of war upon this sad 
page.” The motives of revenge and imperialistic aggression he 
declared to be blasphemous of the real genius of his country.” 
As far as the Alsace-Lorrainers themselves were concerned, the 
French Socialists noted, with equanimity bordering on relief, 
that time seemed to be working out its own solution for them 
and that they seemed to be resigning themselves to German rule. 

* Cf. extracts from his Berlin speech, quoted by Margaret Pease, Jean 
Jaurés: Socialist and Humanitarian (1916), pp. 124-25; and by Charles Rappo- 
port, Jean Jaurés (Paris, 3d ed., 1925), p. 73. 

* The Socialists highly approved of Delcassé’s negotiations with Italy, in so 
far as they knew the facts. Journal Officiel, Débats parlementaires, Chambre des 
Députés, I (January 23, 1903), 219-20. 

* Henri Charriaut, “Le mouvement pacifique,” in Revue Socialiste, XX XVII 
(September, 1903), 372; Journal Officiel, Débats parlementaires, Chambre des 


Députés, II (June 12, 1902), 117-18. 
* Ibid., I (January 23, 1903), 220-23; Session extraordinaire. Tome unique 


(November 23, 1903), pp. 657-58. 
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The Socialists hoped that in time, perhaps, good feeling would 
develop to the point where an amicable settlement of the ques- 
tion could be reached, if it should still be desired.** In order to 
promote this good feeling, the extreme left in the Chamber were 
very eager that the government negotiate with Germany an un- 
derstanding similar to that with England, the latter of which 
they assisted to ratify, not because they accepted the general 
opinion that it represented a diplomatic victory over Germany, 
but because they considered it a step toward a general settle- 
ment of outstanding international difficulties.*® 

The Morocco crisis of 1905 both demonstrated the need of a 
working agreement between the two countries and tested the sin- 
cerity of those who demanded it. The French Socialists now con- 
ducted a campaign to avert a war with Germany, as they had for 
months been agitating against French aid to Russia. Anatole 
France addressed a mass meeting at which he hurled the shafts 
of his genial irony at both parties to the quarrel.” But the most 
dramatic incident in the peace campaign was the refusal of 
Chancellor von Biilow to permit Jaurés to address a similar 


meeting in Berlin on July 9.7 The speech was, however, widely 
printed and read. 

Nowhere else have the views of Jaurés on the relations be- 
tween France and Germany been so well stated as in this Berlin 
speech. Its outstanding features were the repudiation of revenge 
and a plea for better relations. “Let no one misunderstand us,” 
he said. “We Socialists have no fear of war.” They would know 


* Reybell, “Le socialisme et la question d’Alsace-Lorraine,” Revue Social- 
iste, XX XIX (January, 1904), 88-89. 

* Journal Officiel, Débats parlementaires, Chambre des Députés, 2d session 
(November 10, 1904), p. 2375. 

* John W. Cunliffe and Pierre de Bacourt, French Literature during the Last 
Half-Century (New York, 1923), pp. 120-21. 

* Von Biilow’s prohibition was couched in very courteous terms: Emile 
Simond, Histoire de la Troisiéme Republique (Paris, 1922), IV, 461 (very hostile 
to Socialism). 

Rappoport glories in the respect paid by the German government to the 
leader of French Socialism in that its ambassador to Paris, Von Radolin, “pre- 
sented himself in person at the residence of Jaurés in order to notify him of the 
prohibition, as he would a foreign power,” op. cit., p. 63. 
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how to make it culminate in the social revolution, he threatened. 
“Tf we have a horror of war, it is not at all because of a weak and 
enervated sentimentality. The revolutionary resigns himself to 
human suffering when it is the necessary condition of a great 
human advancement, when by it the oppressed and exploited 
rise up to freedom. But in this age, in the Europe of today, it is 
not by the means of international war that the work of freedom 
and of justice will be accomplished, and that the grievances of 
one people against another will be redressed.” This, he held, 
could be attained only by the growth of democracy and Social- 
ism, which, in time of peace, would be steady and certain, but 
which war would make extremely uncertain. “That,” he contin- 
ued, “is why we French Socialists, though no human being can 
accuse us of denying our right [to Alsace-Lorraine], repudiate 
entirely, today and forever, no matter what changes of fortune 
may occur, all thought of military revenge against Germany, 
and all war of revenge whatsoever.” Much more to be preferred, 
he thought, was a renunciation of latent antagonisms in a com- 
mon effort to preserve the peace. Jaurés declared that neither 
country had any right to feel itself superior to the other, for both 
had committed faults. “In this capitol city of Berlin, where 
our soldiers entered in before yours entered Paris, we wish to 
strengthen, we wish to proclaim before the world, the pact of 
union between the French and German working classes.””** 

In harmony with their desire for a general rapprochement 
with Germany, the French Socialists demanded that their own 
government recognize Germany’s rightful claims in Morocco, 
based upon her extensive trading interests there and upon her 
participation in the first international conference on the sultan- 
ate, held in Madrid in 1880.” It was with the confident expecta- 

* Quoted in part by Eugene Fourniére, La crise socialiste (Paris, 1908), pp. 
114-18; and in Rappoport, op. cit., pp. 64-73. 

* De Pressensé, “England, France, Germany, and the Peace of the World,” 
Contemporary Review, LXXXVIII (August, 1905), 155-56; “France, Morocco, 
and Europe,” Contemporary Review, XCII (December, 1907), 732-33. 

Raymond Poincaré, Les origines de la guerre (Paris, 1921), pp. 88-89, puts 
forth the strange claim that, because Bismarck in 1880 instructed his delegate to 
Madrid to be guided by the delegate from France, he thereby surrendered all 
German rights. 
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tion that Germany would be consulted that the French Socialists 
voted for the ratification of the treaty with England in 1904. 
“In good faith we accepted the assurances of M. Delcassé that, 
England having given her assent to the peaceful penetration of 
Morocco, it remained only to complete the operation; that is to 
say, to get the consent of the other interested Powers.”** But 
Delcassé never intended to open negotiations with the nation 
that had sundered France in 1871. Beyond mentioning the 
treaty casually to Prince von Radolin, he never officially com- 
municated to the German government the terms of the treaty of 
1904. Even after Chancellor von Biilow in the Reichstag ex- 
pressed qualified approval of the Anglo-French entente, though 
making it plain that Germany expected word from France, Del- 
cassé maintained a studied silence. ‘Such a hint,” said De Pres- 
sensé in criticism of the foreign minister for his attempt to 
convert “this great and happy undertaking” into an engine of 
war against Germany, “called for some answer. It was foolish to 
let it fall on the ground, if one had not adopted a fully developed 
policy of conflict and rupture.”*° 

In the Chamber of Deputies Jaurés led the attack upon M. 
Delcassé. As long as the Combes ministry was in power, and as 
long as the question of Socialist participation in liberal bour- 
geois cabinets was unsettled, the Socialists had carefully ab- 
stained from too severe criticism of foreign policy, nor did they 
find much in Delcassé’s conduct that merited condemnation un- 
til 1904. But after the Amsterdam congress of the International 
(August, 1904), they could no longer support the Combes com- 
bination, which soon fell; furthermore, the policy of isolation 
which that congress forced them to adopt removed all cause for 
political caution, and made Delcassé legitimate game. Jaurés 
insisted that when the Foreign Minister had assumed the initia- 

“De Pressensé, “The Fall of M. Delcassé and the Anglo-French Entente,” 
Nineteenth Century, LVIII (July, 1905), 30. 


* Ibid., p. 31. The facts here alleged by the Socialists, facts very incriminat- 
ing to Delcassé, have never been accepted by historians as authentic (Frederick 
Bausman, Let France Explain [London, 1923], p. 154, is an exception), but they 
seem to be amply established in Volume XX of Die Grosse Politik der Euro- 
paischen Kabinette, 1871-1914, cf. review by Professor Fay, American Historical 
Review, XXXI (April, 1926), 520-24. 
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tive in a policy which modified the status quo in Morocco, not 
only with reference to France and England, but with respect to 
all interested Powers, he had thereby assumed the responsibility 
of opening negotiations with them all. Without imputing down- 
right criminal intent to Delcassé, Jaurés scored the lack of unity 
and plan of which French foreign policy seemed to him to have 
been guilty. First all emphasis was placed upon the alliance with 
Russia, and England was treated as a negligible quantity, until 
Fashoda brought the foreign office sharply to its senses; “then, 
all of a sudden, by a reversed eagerness, by an exaggeration in 
the opposite direction, equally calamitous, it is no longer Eng- 
land which is the negligible quantity—she becomes everything, 
and it is Germany which is the negligible quantity. 

“And as for us, we are obliged to move to the opposite side 
of the boat, as it leans first to one side and then to the other, im- 
prudently rocked by the ups and downs of a policy without 
equilibrium, and without foresight.’’** 

But, however eager the French Socialists were for good rela- 
tions with Germany, they were as determined as the hottest of 
the nationalists not to permit that country to cause a breach in 
the Anglo-French entente. In his Berlin speech Jaurés told the 
Germans that the members of his party no more desired an 
agreement with Germany which should be directed against Eng- 
land than they wanted the agreement with England to be di- 
rected against Germany.”’ And in the Chamber he declared that 
to those who might be trying to separate France from England 
the Socialists would “say proudly that we consider the friend- 
ship with England the means of increasing the possibilities of 
civilization and of peace, that we will never use it except in the 
interest of general equity and tranquility, but that no foreign 
pressure, no foreign intervention can incline France to refuse a 
friendship which ought to be the common patrimony of all civil- 
ized peoples.’”** De Pressensé was anxious to correct the opin- | 

* Journal Officiel, Débats parlementaires, Chambre des Députés (April 19, 
1905), Pp. 1927. 

* Rappoport, op. cit., p. 69. 

* Journal Officiel, Débats parlementaires, Chambre des Députés, 2d session 
(February 23, 1906), p. 1257. 





FRENCH SOCIALISM AND FRANCO-GERMAN RELATIONS 271 


ion, so common in England, that Delcassé’s going had been dic- 
tated by Germany and that it was evidence of the subordination 
of France to Germany, and therefore wrote an article*”® in which 
he showed that the Foreign Minister’s own mistaken policy of 
revenge was responsible for his fall. 

The resignation of M. Delcassé and the acceptance by M. 
Rouvier of the plan for an international conference on the Mo- 
rocco question were pleasing to the Socialists. They watched the 
progress of the Algeciras conference anxiously, and pleaded for 
moderation on the part of France.*® When, at last, its labors 
were completed, the extreme left expressed their great satisfac- 
tion; the appropriations to defray the expenses of the French 
delegate were voted unanimously, 524 to o.** Even before the 
ratification of the Algeciras pact, however, Jaurés was forced to 
begin his long struggle for its integrity and strict observance, 
especially in so far as the rights of Germany were concerned. 
Disturbances had taken place in Morocco which the govern- 
ments of France and Spain felt to require stronger measures 
than the mere organization of an international police force in the 
enumerated ports, such as was contemplated by the convention, 
and they therefore prepared to send their fleets to Tangiers. 
Jaurés declared that the Socialists were satisfied with the Alge- 
ciras treaty (1) because it prevented an imminent war, (2) be- 
cause it established the international character of the Morocco 
question, and (3) because it provided a precedent for the solu- 
tion of other difficulties. But precisely because they held the 
agreement in high regard they felt compelled to protest against 
the Tangiers demonstration as an unwarrantable stretching of 
its terms. France, said Jaurés, had been authorized to assist in 
the organization of the police in certain specified ports only; the 
maintenance of general order in the sultanate was a matter for 
international action. Therefore the government was, by the 
Tangiers expedition, playing directly into Germany’s hand. 

* De Pressensé, “The Fall of M. Delcassé and the Anglo-French Entente,” 
loc. cit. 

* Journal Officiel, Débats parlementaires, Chambre des Députés, 2d session 
(February 8, 1906), pp. 597-98; 2d session (February 23, 1906), p. 1257. 

* Ibid., April 12, 1906, pp. 1735-37. 
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“Gentlemen,” he warned, “the worst policy that we could pur- 
sue, the most dangerous policy, is precisely to leave Germany 
outside of this international action, to neglect to give her, ac- 
cording to her place and rank as co-signatory with all the other 
Powers, her part in the undertaking and her share of the respon- 
sibility.”’** 

Within the space of six years, from 1905 to 1911, there oc- 
curred three serious crises in Franco-German relations, all over 
the question of Morocco. In each one, and between them, Jaurés 
and the other Socialists continually and consistently urged that 
the international character of the Morocco question be fully rec- 
ognized, and that Germany be shown all the consideration that 
was her due. Time and again they urged a rapprochement be- 
tween the two nations, not because they desired to see France 
defeated and humiliated, for they believed that only by unfaith- 
fulness to her ideals could she be humiliated, but because they 
believed that neither revenge nor the acquisition of Morocco 
was worth a European war. 

In 1908 the international situation in Europe again took on 
a threatening aspect. In Morocco the old trouble between 
France and Germany flared up; in the Balkan peninsula the 
Young Turk revolution, followed by Austria’s annexation of 
Bosnia-Herzegovina and her uncompromising attitude toward 
Serbia, created a state of affairs similar to that which precipi- 
tated the world-war. Again the French Socialists protested 
against war and demanded that their government take the initia- 
tive in negotiating a permanent understanding with Germany, 
similar to the one with England. De Pressensé emphasized the 
essential community of civilization between the two countries, 
at the same time declaring that no government had the right to 
lead France to the brink of the abyss for the sake of “this miser- 

™ Ibid., 2d session (December 6, 1906), pp. 2952-58. What the Socialists de- 
sired for Morocco was an arrangement strikingly similar to the mandate system 
under the League of Nations. They held that the region had been international- 
ized at Algeciras, and that what France had there acquired was a mandate to per- 
form certain specific services for the world at large, and for the more interested 
nations in particular; for the exercise of powers in excess of her mandate they 


maintained that she must seek further authorization from the international com- 
munity. 
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able Morocco question,” this “Mexico of the Republic.”* Jau- 
rés dwelt upon the impossibility of the government’s announced 
policy of moderation in the Near East unless France should her- 
self pursue a liberal policy in Morocco. The Balkan situation he 
considered one which especially required Franco-German co-op- 
eration for its solution, in view of their alliances with Russia and 
Austria, respectively.** 

However, the leader of French Socialism did not labor under 
the illusion that the German government would eagerly grasp 
the hand of France. In Germany, he declared, the imperialistic 
leaders were alarmed by the rapid rise of Socialism, and were 
resorting to the only hope of those who see power slipping from 
them—they were holding before the people the menace of a for- 
eign war. Therefore Jaurés advocated that the French govern- 
ment follow an enlightened, moderate, peace-loving policy, a 
policy which would convince the German people that France 
was not, as the Pan-Germanists described her, militaristic and 
revengeful. If the proffered friendship should be accepted, then 
peace would be assured; if it should be rejected, it would be 
practical proof to the German people that their only hope lay 
with the social democracy. Alsace-Lorraine should be no ob- 
stacle to a rapprochement, he said; rather, it should be a bond of 
unity between the two nations, for through it France would get 
the best in German culture, and Germany, the best in French 
culture.** 

The decision of France and Germany to arbitrate their dis- 
pute in Morocco, and the resulting agreement of February 8, 
1909, were satisfactory to the Socialists. One of the terms of the 
treaty provided that the two Powers would not strive for eco- 
nomic privileges, but would endeavor to associate their nationals 
in common enterprises. Of such co-operation the French Social- 
ists, or at least Jaurés, could approve. The latter deplored the 
fact that national animosities had induced France and Russia to 
refuse their aid to the construction of the nobly conceived Bag- 

* Ibid., 2d session (November 26, 1908), pp. 2671-73. 

“ Ibid., January 18, 1909, pp. 33-34. 

* Ibid., p. 36. 
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dad railway,** and pointed to China as an example of how capi- 
tal could do good by conciliating conflicting interests.** When, 
later, he, together with Albert Thomas and other members of his 
party, opposed the grant of a concession in the Ouenza iron 
mines in Algiers to a syndicate of armament firms consisting, 
among others, of the houses of Creusot and Krupp, it was not in 
a spirit of narrow economic nationalism, but because traffic in 
the materials of war was always and in every form to be op- 
posed.** The attempts to arrange for the co-operation of French 
and German firms in Morocco and the Congo, which grew out of 
this agreement, stranded on French dilatoriness and the lack of 
continuity in negotiation produced by the frequent changes in 
the French government, a fact which was deplored by Marcel 
Sembat.” 

Again in the Agadir crisis of 1911 the Socialists voiced their 
desire for a Franco-German accord, and when, after anxious 
weeks of waiting, the government presented to the Chamber the 
definitive settlement of the quarrel over Morocco, they accepted 
it, but with doubts as to the sincere intention of the government 
to observe it. There were, in the main, three reasons for their 
skepticism: they had seen two previous agreements fail; fur- 
thermore, the revengeful Poincaré had succeeded the conciliato- 
ry Caillaux, the negotiator of the treaty, as prime minister; and 
finally, the publication of the secret. treaties of France with 
Spain and England, by which Morocco was virtually partitioned 
to the exclusion of Germany, seemed to the extreme left to estab- 
lish the bad faith of France in the whole business.*° Sembat in- 
sisted that the new treaty could have authority and meaning 
only if it were recognized that “even foreign policy is subordi- 

* Ibid., 1st session (January 13, 1911), p. 32. 

* Ibid., 2d session (March 24, 1911), p. 1435. 

* Ibid., 2d session (February 6, 1914), p. 559. 

* Marcel Sembat, Faites un roi, sinon faites la paix (Paris, 1913), passim; 
George Peabody Gooch, History of Modern Europe (New York, 1922), pp- 
464-65. 

“ Journal Officiel, Débats parlementaires, Chambre des Députés, December 
14, 1911, p. 3981; December 19, 1911, pp. 4100-4103; Edmund Deville Morel, 
Ten Years of Secret Diplomacy (London, 1915), pp. 83-95. 
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nate to the organization of power in the Republic and to the con- 
stitution of the French state.” Vaillant hoped that France would 
now, as the friend of both England and Germany, be enabled to 
assume the réle of peacemaker between them. The dominating 
interest of the Socialists in improved international relations is 
plainly indicated by the concluding remarks of M. Sembat: 
“We will therefore vote for the treaty with the reservation, 
which has been expressed by many and which I wish to repeat, 
that it is to be considered as a pledge of understanding, as a 
promise of future rapprochement. This consideration, more im- 
portant than all others to the Socialists, ought to prevail over all 
the scruples which might counsel us to reject this treaty on the 
ground of aversion to colonial enterprises.’’** 

When, in 1913, the government brought into the Chamber a 
bill to increase the length of the term of military service from 
two to three years, the extreme left charged it with having neg- 
lected every opportunity to improve relations with Germany, 
thus becoming itself responsible for the international situation 
to which it pointed in justification of the measure. M. Vaillant 
was especially bitter over its refusal to join England in her ef- 
forts to arrive at an agreement with Germany concerning naval 
limitations.** In the general elections of 1914 the Socialists ap- 
pealed to the people on a platform which called for the repeal of 
the three-year military service law and for a Franco-German 
entente that should make competition in armament unnecessary. 
They succeeded in winning a notable increase of representation 
in the new Chamber.“ 

What, then, were the plans of the Socialists with regard to 
Alsace-Lorraine? Did they contemplate complete and abject 
abandonment, as their enemies said they did? They certainly 
contemplated, and incessantly advocated, the abandonment of 

“ The colonial venture to which they were averse was, of course, the pro- 
tectorate over Morocco, which the treaty permitted France to acquire. The 
Socialists voted against the protectorate. Cf. Journal Officiel, Débats parlemen- 
taires, Chambre des Députés, 2d session (December 15, 1911), pp. 4003-7; 2d 
session (December 16, 1911), pp. 4042-45; December 19, 1911, pp. 4103-4. 

 Ibid., June 16, 1913, p. 1953; June 26, 1913, p. 2233. 

“ Annual Register, ns., p. 270. 
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war as a means of restitution; but they never for a moment con- 
ceded that Germany held those provinces by virtue of any 
right.** The official declaration of the French Socialist party on 
the Alsace-Lorraine question was made at its tenth annual con- 
gress, held at Brest, March 23-25, 1913, as an incident in its 
campaign against the three-year service law. The resolution 
reads as follows: “The congress congratulates itself upon the 
joint action of the German and French Socialist parties, and de- 
clares its agreement with the Socialists of Alsace-Lorraine, who, 
representing the wish of the entire population [of those prov- 
inces], have affirmed that they do not at any price desire a 
revenge which will place France and Germany at sword’s 
points.’”** However, to say that the French Socialists gave up 
the severed provinces as lost for all time would be to state a 
falsehood. Jaurés believed that the spirits of the oppressed peo- 
ples of the world, such as Egypt, India, Ireland, Poland, and Al- 
sace-Lorraine, could never be conquered; on the other hand, he 
would not advocate their national redemption by means of war; 
he thought that the rational solution of their problems lay in the 
progressive democratization of the world. He believed that in a 
world appeased by arbitration a more liberal régime would prob- 
ably in time be inaugurated for them, so that they could “grad- 
ually secure a place in the family of nations without wholly 
breaking up the present territorial arrangements and bringing to 
the fore too irritating questions.”** The fundamental principle 
here is the same as that which underlies the provisions of the 
League of Nations for the protection of minorities. 

It seems quite evident now that Jaurés held the German 
government primarily responsible for the events that led to the 

“De Pressensé, “England, France, Germany, and the Peace of the World,” 
loc. cit., p. 159. 

“ Quoted by Hans Wehberg, Die internationale Beschrinkung der Riistungen 
(Stuttgart, 1919), p. 123, footnote. 

“Jaurés, “International Arbitration from a Socialistic Point of View,” 
North American Review, CLXXXVIII (August, 1908), 196; Journal Offciel, 
Débats parlementaires, Chambre des Députés, 2d session (January 13, 1911), Pp. 
39-41; cf. also De Pressensé, “England, France, Germany, and the Peace of the 
World,” loc. cit., p. 159. 
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war in July, 1914. For the planting of the powder barrel, that is, 
for the existence of an extremely delicate international situation, 
he held Austria, Russia, and France equally culpable; but he 
seems to have been convinced on the day of his death that Aus- 
tria’s note to Serbia was traceable to the door of the Kaiser. At 
Brussels he made the following statement: 

If she [Germany] had knowledge of the Austro-Hungarian note, she 
cannot be pardoned for having permitted such a step. And if official Ger- 
many had no knowledge of it, then what has become of her governmental 
prudence? Can it be possible that a country which has a contract that is 
binding and that is about to involve it in a war actually does not know 
whereby it is being drawn into the conflict? I should like to know what 
people has ever given us a similar example of anarchy! 


As for the French government, he was convinced that it was 
pursuing a peaceful policy. Nevertheless, he passed the last 
hours of his life in efforts to organize French and international 
Socialism for action in the event of the opening of hostilities.*’ 
Whether the conduct of the French Socialists during the war 
would have been the same if he had been present to lead them, 
we shall never know. 


BrYNJOLF J. HovpE 


ALLEGHENY COLLEGE 
MEADVILLE, PENNSYLVANIA 


“ Rappoport, op. cit., pp. 84-85. 





REVIEW OF THE LITERATURE OF 
THE LOCATION OF INDUSTRIES* 


In speaking of the location of production it is well to dis- 
tinguish between (1) location of agricultural production, (2) 
location of industries, and (3) location of trade, exchange, and 
transport. The whole subject is so large that this paper will be 
confined to the second point, pausing only to notice that the 
studies of agricultural production by Thiinen and his school are 
quite useful, especially their method. According to Thiinen two 
factors have the greatest influence: (1) cost of transportation; 
(2) size of farms, the market being assumed to be placed in the 
middle of the agricultural area. 

Other early writers, as for instance Adam Smith’ or the 
physiocrats, mention the location of industry only in connection 
with agriculture. Rodberthus called it Standort der einzelnen 
Wirtschaftzweige. The general remarks of these writers have 
but little significance for us. 

The first author who was vitally concerned with our problem 
is G. Fr. Schiffle,* who ascribes the greatest importance to 
natural conditions and to the distribution which, as he sees the 
matter, made it possible for the factory to go away from the 
market. He thinks that the large cities have an attractive force 
directly proportional to the square of their size and inversely 
proportional to the distance between them and factories. 

Wilhelm Roscher,* also much interested in the subject, con- 
tributed some ideas which were for a long time widely accepted, 
but which were later the origin of violent controversies. He 
studied the problem from the historical point of view, and error 

* This material is taken from a larger work which is now in preparation. 

* Wealth of Nations, III, 1. 


* Bau und Leben des socialen Korpers (Tiibingen, 1875); also Gesellschaft- 
liches System der menschlichen Wirtschaft, par. 265-67. 
* Ansichten der Volkswirtschaft, Vol. I1; also Nationalékonomik des Handels 
und Gewerbefleisses (7th ed., 1899), p. 667-707. 
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and truth are found mixed in his theories. Industry, according 
to him, has a certain historical point of gravity. The natural 
laws which decide location and guide the builders of the eco- 
nomic future are the forces of economic history. He assumes 
that with increasing division of labor industry goes away from 
the places of consumption. Location of industry is decided by 
(1) abundance of raw materials, (2) abundance of labor, (3) 
abundance of capital. The really determining factor is the factor 
which has the greatest influence upon the price of the product. 
The influence of the first factor, raw materials, is great when 
the loss of weight in the process of production is great. The 
supply of labor depends not only on the density of population 
and the ability of the workers, but also upon whether or not 
the workers have some supplementary income. Capital influ- 
ences location by fixing the rate of interest, by making possible 
the purchase of the necessary machinery, and by the possibility 
of the creation of a transportation system. 

Edward A. Ross’ repeats the erroneous statement of Rosch- 
er, namely, that industry is located in the vicinity of raw ma- 
terial when the products are bulky and heavy relatively to their 
value. His short and simple study omits certain difficult prob- 
lems, although it contains valuable and interesting suggestions. 

Achille Loria® makes some attractive, theoretically clear, 
contributions. We may consider him the father of the modern 
theory of industrial location. He surveys the whole question 
from the viewpoint of rent, devoting his first article largely to 
agricultural questions, criticizing the statement of Thiinen, and 
indicating that ordine rationale delle colture is determined by 
rent, which often modifies the order of cultures as taught by 
Thiinen. As concerns industry, he affirms that the production 
of heavier commodities must be located nearer the place of con- 
sumption. Ten years later he confesses his error. Raw materials 
which lose most of their weight in the process of production may 

*“The Location of Industries,” Quarterly Journal of Economics, 1896. 


°“Tntorno della influenza della rendita fondaria sulla distribuzione delle in- 
dustrie,” Accademia dei Lincei, Rediconti, IV, v. 4 (1888), pp. 114-26; “Ricerche 
ulteriori . . . .,” Rediconti (1898-99), pp. 235-43; also in his work, Verso la 
Giustizia sociale. 





280 WITOLD KRZYZANOWSKI 


remove the factory from the center of consumption. We must 
compare the cost of transportation of fabricated goods with 
the saving caused by the location of the factory near raw ma- 
terials. The plant will be located at the place where the greater 
profit ensues. The production of commodities requiring much 
labor has a tendency to be located where foodstuffs—d prodotto 
del consumo degli operai—are produced. The theories of Loria 
passed somewhat unobserved and have become known mainly 
through the works of Alfred Weber and his school. They are 
theoretically profound and are a necessary point of departure 
for investigations of this kind even today. 

Working along the same line, Avv. Gino Macchioro’ shows 
that he has been in close connection with practical life. He 
treats the question as a function of world-economics, making 
allowance for the influence of climate and labor. 

In the United States, Frederick S. Hall,® using the data of 
the twelfth census of 1900, compiled statistical tables in connec- 
tion with the localization of certain branches of industry. Sum- 
marizing the results, he suggests seven factors: (1) nearness 
to raw materials, (2) nearness to market, (3) nearness to water- 
power, (4) favorable climate, (5) supply of labor, (6) capital 
available for investment in manufactures, (7) the momentum 
of an early start. The importance of his industriously elaborated 
sketch lies in the fact that it is the first based on statistical data. 
The influence of his work on the American economists was very 
great. They still take it as a point of departure, acknowledging 
his views and using his terminology. If we consider the time of 
its appearance, it is really good, although today it does not 
satisfy us completely, being primarily an excellent compilation 
of facts. 

The English writers studied this question after 1900, but 
only occasionally. W. Cunningham’ puts stress on the labor 
factor, saying that the conditions of life in large cities constitute 
a handicap for “factory villages.” A decentralization of in- 


* La riforma sociale (1907), 2d ser., pp. 910-29. 


*“The Localization of Industries,” XJI Census, “Manufactures,” Part I, 
p. exe. 


*“The Localization of Industry,” Economic Journal (1902), pp. 501-6. 
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dustry, well organized and on a large scale, can have in the 
future a tremendous importance. A. Marshall’® emphasizes the 
fact that in the beginning industry was concentrated in the cen- 
ters of trade, and he stresses the difficulty of changing the loca- 
tion of a factory. He shows the importance of skilled labor 
which keeps the tradition of former generations. 

The author who was most deeply concerned with this ques- 
tion and whose work, written in 1907, is still the best is Alfred 
Weber.** He created a new method of investigation, and has a 
group of students in Germany working under his initiative and 
direction. Most American writers ignore his ideas and methods, 
taking instead the monograph of Frederick S. Hall of the 
twelfth census of 1900 as a model. The reason for this may be 
found in the fact that the ideas of Weber, though profound, are 
abstract and not too clearly presented. 

Weber, working on German data till 1896, suggests (1) a 
general and (2) a capitalistic theory of localization. The first, 
dealing with economic-technical reasons for localization, is true 
practically for every epoch and for every economic system; the 
second shows a certain specific character of the capitalistic 
system. The first was broadly developed in 1907; the second 
was sketched in a collective work in 1914. As one of the critics of 
his work, Werner Sombart,’* remarks, the general theory is also 
to a certain extent a capitalistic one, because it gives some atten- 
tion to the differences in the wages of the workers, a factor that 
could not be taken into consideration in a socialistic system, for 
instance. 

In the general theory Weber points out three primary fac- 
tors of localization. In connection with the first, called Trans- 

* Principles, chap. x, “The Economics of Industry; Industry and Trade.” 


“ Uber den Standort der Industrien (1909). I. “Reine Theorie”; II. “Der 
deutsche Industrie-korper seit 1860”—erscheinende Einzelhefte (till 1923, seven). 
In the first, O. Schlier, “Der deutsche Industrie-korper seit 1860,” see the preface 
by Weber; “Industrielle Standortlehre” in Grundriss der Socialékonomik (1914), 
chap. v, Vol. VI (collective work); “Standortlehre und Handelspolitik,” Arch. f. 
Volkswirt., Vol. XXXII “Europa als Weltindustriezentrum und die Idee der Zoll- 
union,” eine Standorsbetrachtung in collective work Europdische Zollunion, ed- 
ited by H. Heiman (1926), pp. 122-32. 

4“ “Finige Bemerkungen zur Lehre vom Standort der Industrien,” Arch. f. 
Soc. Wiss., Vol. XXX, Heft 3. 
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portorientierung, the given branch of industry is to be found in 
the place of consumption or in the immediate neighborhood, 
and goes away for special reasons only. The migration of in- 
dustry may be caused by raw materials which lose weight in 
the process of production, because if that loss of weight does 
not take place the heaviest materials are transported to the place 
of consumption. Consequently bulky and heavy material, as 
such, does not cause migration of industries. The differences 
in the prices of raw material and in the cost of transportation 
are taken into consideration by Weber as an augmentation of 
distance expressed in tonno/kilometers. The reduction of trans- 
portation rates facilitates the location of industry outside the 
market, but it facilitates also the return of industries to the 
market place, on account of the increased ease of importing raw 
material. These two movements tend to equalize each other. 

The second factor of localization is Arbeitsorientierung: the 
difference in the cost of the labor necessary to produce one ton 
of a commodity is a cause of migration of industry. For the 
purpose of analyzing this factor Weber plots lines of equal cost 
(so-called Jzodapanen) for a certain geographical center. 

The third factor is the difference in the cost of production 
due to concentration or dispersion of industries. This Weber 
calls “agglomeration.” Many different forces are hidden under 
this term, such as the law of diminishing or increasing returns, 
the advantages of the division of labor, the influence of the exist- 
ing system of transportation, etc. This factor is not homoge- 
neous and has often provoked the criticism that it conceals the 
imperfections of Weber’s analysis. 

In 1914 Weber wrote a sketch of a capitalistic theory in 
which, after a short historical review, he developed the concep- 
tion of markets for labor, which, according to him, are among 
the most striking features of the industrial structure of our 
times. The réle of large and small cities as markets of labor is 
the key to many problems of today. 

In the works thus far cited, and also in the Archiv fiir Sozial- 
wissenschaft und Sozialpolitik, Weber touches upon more gen- 
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eral ideas, especially when speaking of trade policies, the future 
of the old European industrial centers, and the industrial cen- 
ters of North America. His attitude is opposed to the theory 
of catastrophe of Oldenberg and Adolf Wagner, which predicts 
the decline of European industrial centers. He is rather optimis- 
tic. He indicates that the schutzzdllnerische Imperialismus 
Chamberlain’s has a certain valid theoretical background as far 
as it concerns the location of industries. He estimates that the 
five coal centers actually existing on the surface of the earth will 
keep their importance, and that instead of seeing their destruc- 
tion, we shall witness the creation of new centers. The problem 
of the transportation of energy, which has attracted so much 
attention in recent times, is not developed very effectively by 
Weber. In his last synthetic article he presents the position of 
European industry after the war, as it is seen from German point 
of view and interest. 

Although the results of Weber’s work may not be conclusive 
or exact, nevertheless his method will remain, constituting on 
the whole perhaps his largest contribution to science. He has in- 
sisted upon a mathematical formulation that should have modi- 
fications, for it is too complicated and too abstract. The well- 
known statistician of Berlin, Bortkiewicz,** points out that it 
compares magnitudes which are not homogeneous and conse- 
quently non-comparable. Then, too, the geometrical figures and 
mathematical formulas are not strictly necessary for the com- 
prehension of the problems; they make it rather more involved. 

Of what, then, does the value of Weber’s research consist? 
He proves that localization is determined by differences in cost 
of transport of a certain mass, and that the influence of raw ma- 
terial which loses part of its weight must prevail over all other 
factors if it is to transfer the industry to the place where the 
raw material is found. Consequently we are obliged to calculate 
the cost of transportation of raw materials and to compare this 
with the cost of transportation of a ton of finished product. It is 
not the value, but the weight and volume, that is the determining 


* “Fine geographische Fundierung der Lehre vom Standort der Industrien,” 
Arch. f. Soz. Wiss., Vol. XXX, Heft 3. 
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factor. Of course we must concede some influence to the differ- 
ences in rates of transportation, again in relation to a certain 
mass. Concerning the factor of labor, Weber does not caiculate 
the differences in wages in relation to value, but with reference 
to the mass (ton) of finished product. 

In the remaining literature of localization we do not any- 
where meet his method. Probably it can be improved, but cer- 
tainly it deserves more attention than it has attracted up to the 
present time. As has already been mentioned, his disciples have 
been writing under his direction a series of monographs which 
investigate the translocation and movements in German indus- 
try from 1860 to the present time, or rather to the time of the 
German census of manufactures in 1907. 

One of the other writers on our subject is Werner Sombart."* 
He creates his own systematic division, although calling atten- 
tion to the fact that his work has a descriptive character. He 
distinguishes between international and national problems, and 
surveys the question from the historical point of view up to and 
including the epoch of early Kapitalismus, which presents, ac- 
cording to him, many irrational features. 

Besides the distinction between the international and na- 
tional aspect of the subject, there is also a great complex of 
facts having to do with the dislocation of industries in a big 
city and their migration from the center to the periphery* (or 
in the opposite direction) or with a concentration of certain 
branches in a given part of the city. Many authors have turned 
their minds to this problem, among them René Maunier,”’ who 

“Uber den Standort der Industrien, II Teil. (1) O. Schlier, “Der deutsche 
Industrie-Kérper seit 1860” (1922); (2) C. C. Christiansen, “Chemische u. 
Farbenind.” (1914); (3) A. Link, “Lederind.” (1913); (4) W. Hanger, “Musik 
instrumentenind.” (1919); (5) E. Salomon, “Papierind. d. Riesengebirges” 
(1920); (6) E. Kahl, “Die deutsche Kohlensaureind.” ; (7) A. Hammer, “Deutsche 
Bijouterieind.” (1922). 

™* Der moderne Kapitalismus (2d ed., 1917), chaps. xlvii, lvi. 

* Of course we cannot always distinguish this from the moving of industries 
into the country. 

*“Ta distribution géographique des industries,” Revue internationale de 
sociologie (1908); La localisation des industries urbaines (1909); L’origine et la 
fonction économique des villes (1910). 
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treats this question from a historical and sociological standpoint. 
He sees in the migration of industry a certain rhythm of concen- 
tration and dispersion. His books are attractive because of his 
presentation of the migration of markets within the city itself, 
and because he looks at the question quite differently from the 
economist-specialists. He presents, too, a large but not exhaus- 
tive bibliography. What Maunier does for Paris, O. Schwarz- 
schild’* does for Germany, especially for Berlin. His sketch is 
rather chaotic. Werner Sombart also has made his contributions 
in this field, and similar studies exist for London and New York, 
having, however, very often a superficial and compilatory char- 
acter.*** 

To the economic geographers this problem seems to be quite 
intricate, and they have a tendency to confine themselves to pure 
description. G. S. Chisholm’ confesses openly that Weber’s 
work is too abstract for him. Others group masses of facts, al- 
ways supporting the thesis that these investigations lie in the 
realm of their science. Usually their most recent contributions 
merely present new descriptions. However, the close contact 
that they keep with reality protects them against excessive ab- 
straction. A good work of this kind is the little book of P. Bel- 
lemo,”° who, following Ratzel, Vidal de la Blache, and Bruhnes, 
shows the influence of geographical forces upon the location of 
industrial plants. The economic life, as he sees it, is a function 
of natural conditions; and the study of localization lies in the 
realm of two sciences, economic geography and economics. The 
standard economic-geographical work is the excellent monog- 
raphy of W. Crentzburg,” who, understanding theoretically the 


* “Die Grossstadt als Standort der Gewerbe,” spezial Berlin, Comr. Jahrb. f. 
Natok. u. Stat., III, F. 32, Bd., 1907. 

** Regional Plan of New York and Its Environs, R. Murray Haig (12 mon- 
ographs, 1924-25); also two articles of R. M. Haig in Quarterly Journal of Eco- 
nomics, 1926. 

*“The Geographical Relation of the Market to the Seat of Industry,” 
Scottish Geographical Magazine (April, 1910). 

*I fattori geografici nella localizzazione delle industrie (Milano: Vita e 
pensiero, 1925). 

* Das Lokalisations phanomen der Industrien, am Beispiel des nordwest- 
lichen Thiiringer Waldes. (Stuttgart: Engelhorn, 1925.) 
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problem on the basis of long study, presents the historical devel- 
opment of an industrial German region in Thiiringen. The influ- 
ence of geographic factors, of tradition and history is for him the 
most important. Investigating carefully a limited field, he puts 
stress on the immobility of labor, although we might have some 
doubts about this. In recent times we see arising large national 
or international markets for labor, which is more and more mo- 
bile. He uses the historical method of work. 

In recent years there have appeared several studies on the 
location of industries. We can divide them into two groups. The 
first group consists of monographs which are descriptions or so- 
lutions of some practical problem. We can mention here the 
very interesting work of K. P. Berthold” and a very instructive 
publication of W. Kretschmer** which presents the economic 
problems of a newspaper and points out that the question of 
lowering the cost of production does not have great significance 
in this kind of enterprise. R. Rassmann** attempts to prove, 
according to the principles of Weber, that the heavy metal in- 
dustry of Upper Silesia can and ought to be transferred to the 
district of Breslau, although it is a known fact that this industry 
has its natural markets in the southeastern regions of Poland. 
In a very interesting article Joh. F. Hanrath*** explains why big 
slaughter houses exporting meat to England were founded in Ess 
in Holland, and he points to the possibility of displacing this 
trade. 

We may mention here, too, an unpublished German work 
about the location of world-centers of cotton industry, writ- 
ten by A. Dietrich as a dissertation of the Institut fiir Welt 
wirtschaft und Seeverkehr (recapitulation, Weltwirtschaftliches 
Archiv, October, 1926, pp. 270-72). Less valuable contributions 

™ Untersuchungen iiber den Standort der Maschinenindustrie in Deutschland 
(Jena: G. Fischer, 1915). ' 

™ Das Standortsproblem im deutschen Zeitungsgewerbe (Jena: G. Fischer, 
1922). 

™ Das Auswanderung problem der oberschlesischen Schwerindustrie (Breslau : 
H. und M. Marcus, 1922). 


™*“Zum Problem der hypothetischen und kouhreten Standortsbedingungen 
dargelegt am Beispiel der Grosschlachterei.” 
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are certain chapters dealing with localization in two works by 
E. Sax and B. Schultz upon transportation.” 

A second group of writers tries to indicate the place of our 
problem in the theory of economics. These investigations are 
perhaps more fruitful than the practical works, because they 
throw much light upon the theoretical side of the problem and on 
methods of analysis. B. Janowski** explains the influence of 
distance and cost of transportation on the development of our 
culture, on formation of markets, on agriculture and trade, on 
prices of different articles. This abstract, theoretical work pre- 
sents an interesting and fruitful combination of mathematics and 
economics. The author refers to the works of Thiinen and intro- 
duces the notion of distance, measured by cost of transportation, 
to all the fields of economic activity. O. Englaender,”® who gives 
a recapitulation of his works in the fourth edition of Handwort- 
erbuch der Staatswissenschaften, tries to unite into a whole the 
theories of Thiinen and Weber. Although he uses the narrative 
method, giving plenty of theoretical examples, we can think of 
his work as a collection of geometrical figures and problems. 
There is in it too much casuistry, and it is doubtful whether such 
an abstract and complicated formulation can be a point of de- 
parture for further work. Federico Marconcini* in his clear 
work occupies himself with the influence of transportation upon 
location. J. Schumpeter” deals with the distribution of produc- 
tion. Without great loss we may omit the chapter on localization 
in the theoretical treatise of K. Diehl.” 

If we wish thoroughly to grasp our problem we must con- 

“E. Sax, Die Verkehrsmittel in Volks und Staatswirtschaft (Berlin: J. 


Springer, 1922), chap. v. 3, pp. 588-604; B. Schultz, Die Volkswirtschaftliche 
Bedeutung der Eisenbahnen (Jena: G. Fischer, 1922), pp. 127-29. 


™“* © odlegtos’ciach jako czynniku rozwoju kultury (Lwo’w, 1908). 

* Theorie des Giiterverkehrs und der Frachtsitze (Jena: G. Fischer, 1924). 

* Saggio sulla rendita e sulle sue modificationi imputabili all’azione dei messi 
di trasporto (Milano: Vita e pensiero, 1924). 

* “Tyas Rentenprinzip in der Verteilungslehre,” Schmollers Jahrbuch, XXXI 
(1907), p. 31, f. 691. 

* Theoretische Nationalékonomie, Vol. II, “Produktion” (Jena: G. Fischer, 
1924), pp. 120-29. 
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sider two other works. G. Cassel,”* in dealing with the supple- 
mentary principles of price formation, points out that in certain 
cases we have to substitute some means of production (Produk- 
tions mittel) for others. This substitution is limited by the ne- 
cessity of concentration and mass production. The question of 
location of industries is, evidently, a chapter in the study of the 
distribution of means of production in relation to the principle 
of substitution. 

A. Predéhl” also starts from this point of view in his excel- 
lent sketch. According to him, production will be concentrated 
in the regions where surface of the earth is exploited in the most 
intensive manner, and the centers of production and consump- 
tion must be “innerhalb eines dem theoretischen Zusammen- 
hang adequaten Preiszusammenhangs.” He sees in the work of 
Weber not a general, but a typically empirical theory of locali- 
zation that presents the question from the point of view of tech- 
nical substitution. In every specific case he finds the application 
of the principle of substitution, which can be different according 
to the aim. This solution seems to be the most exact, thus far 
presented, although it does not exhaust the problem. 

The United States is an ideal field for investigations in in- 
dustrial location because industry was created in this country 
only a little more than a hundred years ago in competition with 
England, and today presents a magnificent development. There 
is an immense territory in which, as shown by statistical data, 
there has been a steady western trend of manufactures. There 
is, too, a rivalry between the North and South, and in the Mis- 
sissippi Valley there is an expansion southward toward the Gulf 
of Mexico, an expansion which has been increasing since the 
opening of the Panama Canal. The large spaces of the West 
were opened by railroads only a few decades ago. The labor is 
the most mobile in the world, and the profits are enormous. 
There is the further advantage, from the point of view of such 

™ Theoretische Nationalékonomie, 3d ed. (Leipzig: W. Scholl, 1923), PP. 
83-06. 

” “Das Standortproblem in der Wirtschaftstheorie,” Welt wirtschaftliches 


Archiv (April, 1925), pp. 294-321. See also V. Furlan, “Die Standortsprobleme 
in Volks-und Weltwirtschafts lehre,” Weltwirtschaftliches Archiv, 1913. 
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investigations, that when industry was created there were no old 
historical traditions, nor did an existing system of cities check 
the movement. And, finally, the country forms an economic unit. 

But it seems that the attention of the people conquering the 
territory was directed rather toward practical efficiency, and 
there have remained certain gaps in theoretical investigation. In 
the literature of the United States there is not one large compre- 
hensive work dealing with our problem. There are only a few 
short articles which barely touch upon the subject. 

Among the earlier publications should be remembered the 
monograph of Fr. Popplewell,** published in England, which 
contains a discussion of the location of the iron industry in the 
United States. This deserves our attention because it was writ- 
ten at a time when industrial location had not yet attracted 
much interest. It is an accurate account which has lost noth- 
ing of its value with the lapse of time. It shows the mobility of 
labor in America, giving a very striking example of a factory 
moving with its hundreds of workers some hundreds of miles, 
and without great difficulties. 

One German writer must be mentioned in connection with 
American studies. H. Schumacher** compares in a general way 
the migrations of industry in the United States and in Germany. 
He throws light on the importance of freight rates in both coun- 
tries, and on the importance of the internal market for the 
United States. He compares also those countries with France or 
England. 

Other authors, on the whole, have not contributed very much 
that is new. American writers usually select for their point of 
departure the outline of Frederick S. Hall in the census of manu- 
factures of 1900. 

Malcolm Keir** names six factors: (1) raw material, (2) 
labor, (3) market, (4) power, (5) capital, (6) transportation. 
He puts stress upon the lowering of the cost of transportation 

™ Iron and Steel Production in America (Manchester, 1906). 

™ Die Wanderungen der Grossindustrie in Deutschland und in den Vereinig- 
ten Staaten, “Weltwirtschaftliche Studien” (Leipzig, 1911). 


™ “Economic Factors in the Location of Manufacturing Industries,” Annals 
American Academy Political and Social Science, 1921. 
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and upon the differential tariffs. The railroads are responsible 
for economic unification of the United States, and if a change in 
tariffs should occur, establishing a uniform mileage rate and con- 
sequently terminating the favorable conditions enjoyed by the 
long distances, “there would be rapid decentralization of manu- 
facturing.” The Middle West would in this case be the center of 
industry. He attributes the greatest importance to the market, 
claiming that other factors are steadily decreasing in impor- 
tance. He presents many examples regarding the location of 
different branches, and in general seems to be mostly attracted 
by the practical or political side of the problem. 

In technical or economic papers there are occasional refer- 
ences, of which only a sample can be given here as showing their 
character. Walker Perley,* in his book treating of the economic 
development of Kansas, wonders what would be the most ad- 
vantageous kinds of industry to introduce into that state. Ac- 
cording to him there are three factors which must decide what 
will happen in the future. First of all is the necessity of working 
up the raw materials in the place where they are found; second, 
the development of the transportation system; third, the water 
supply. Labor is abundant and is provided by “a vigorous and 
clean group of people, with sound ideas and mainly of good 
American stock.” Electrification can easily be accomplished. 
The most desirable industries are those which, according to the 
census of 1920, show for a $1,000 worth of the manufactured 
product the greatest percentage of “value added” by manufac- 
turing. 

It is not necessary to show the defects of that statement, 
which is either extremely general or erroneous. In his behalf we 
can emphasize the fact that it was written by a technician, not 
by an economist. Nevertheless it was carefully worked up, being 
the result of many years of work, and it is full of valuable data 
and comments. Such a laborious work could have been more 
fruitful. 

In a book of readings on business administration L. C. Mar- 
shall** brought together twenty-five articles by different writers, 


“ Industrial Development of Kansas, Bulletin of University of Kansas, 1922. 
* Business Administration (Chicago, 1921). 
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adding some remarks of his own. We can find there the already- 
mentioned views of E. A. Ross and Frederick S. Hall. The rest 
is rather interesting, but an incoherent, collective work, with 
some practical problems added. The facts presented and the ref- 
erences given can be very useful to the student, but the lack of 
any underlying theory diminishes the value of the work. 

Isaac Lippincott** mentions the same factors that Frederick 
Hall did in 1900, adding transportation. Among other things he 
repeats that the nearness to raw materials is one of the main rea- 
sons for localization, especially when these materials are “bulky 
and thus involve heavy transportation charges,”’ thus reflecting 
the old views of Roscher. 

To conclude, we cite some articles published recently and 
dealing rather indirectly with our subject. Very instructive is 
the one written by F. A. Fetter®’ treating of the economic law 
of market areas. A market tends today to be dispersed over a 
large area rather than to be concentrated at one point in the city. 
He points out the influence of the differences in prices and in 
transportation rates on the size of market areas in the competi- 
tion between two centers of production. William L. Thorp*® 
proves, on the basis of the data of the fourteenth census, that the 
process of concentration has been going on more slowly in the 
last twenty years than before, and instead of an ever increasing 
size of factory, other forms of organization are developing, es- 
pecially big concerns. Series of studies, known under the name 
“Super Power” and “Giant Power,” raise the question of inter- 
nal modifications in the structure of industry by electrification. 
In the March, 1925, number of the Annals, Ernest S. Bradfort 
and Professor Irving Fisher, in short articles written rather 
from the sociological standpoint, announce the possibility of de- 
centralization and suburbanization of industry, and its enor- 
mous consequences. 


WITOLD KrzyZANOWSKI 
University oF Lusiin, PoLAND 


* Economic Development of the United States (New York, 1924). 
* Quarterly Journal of Economics, Vol. III, 1924. 


“The Integration of Industrial Operation, Fourteenth Census Monographs 
IH, 1925. 





HOW MAY WE FOSTER OR FACILITATE THE DEVELOP- 
MENT OF THE SOCIAL SCIENCES? 


I 


A practical approach to the solution of the problem may be made 
by pointing out the obvious fact that the development of any science 
depends largely upon the development of inventiveness and inventions 
in that field, the term “invention” being used to cover the formulation 
of a generalization, the analysis of a problem, the establishment of an 
institution, or any other type of constructive work. Once the problem 
is stated as being one involving inventiveness and inventions, the mind 
is on familiar ground and it pushes on to practical suggestions. In this 
field, inventiveness and inventions will be fostered (1) if large num- 
bers of competent persons become interested in the task, (2) if these 
persons approach the task with a good background of data on social 
matters, and (3) if promising methods of study are a part of their 
equipment. 

1. Interesting many able minds in the task.—The benefit likely 
to follow from having a large number of competent persons interested 
in the task is partly the greater probability of finding inventors among 
a large number of persons than among a small number. Then, too, 
there is greater probability of fertile combinations and recombinations 
of ideas when there are many ideas of many varying persons. One 
word of caution seems appropriate. We are not sure precisely in what 
ability consists in this matter of inventiveness in social affairs. It is 
not safe to think in terms of setting up rigid standards of selection de- 
signed to include brilliant persons and to exclude those who are not 
brilliant; there are too many cases where the stone which the builders 
refused has become the headstone of the corner. 

A considerable range of practical policies may be adopted to inter- 
est a large number of competent workers in the task of developing the 
social sciences. Such a matter as a reapportionment of time in the ele- 
mentary schools so as to bring a larger number of persons into more 
vital contacts with the social studies might have a profound effect; as 
might also an effective type of adult education, an interesting and 
stimulating presentation of social studies at any level of instruction, a 
wise system of scholarships and fellowships, or a high quality of public 
prints—to cite only a few of the many possibilities. 
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2. Providing interested persons with a good background of data 
on social matters —The benefit likely to follow from having many 
competent and interested persons attack the development of the social 
sciences with a “good” background of data on social matters comes 
from the greater probability of fertility in combining and recombining 
ideas when there are many ideas than when ideas are few. It is not an 
evasion of a vital issue merely to assert that this background of data 
should be “good.” Admittedly, some standards of this “goodness” may 
sometime need to be set up that will be different from current stand- 
ards, but for purposes of the present argument it is more fruitful to 
allow everyone to make his own interpretation of the term “good” than 
to muddy the waters with a tedious discussion of possible standards. 

A considerable range of practical policies may be worked out for 
making certain that these interested persons approach the task with a 
“good” background of data on social matters. Indeed the policies men- 
tioned in a preceding paragraph (under [1]) have application here 
also; and there are in addition such devices as plans for securing stim- 
ulating contact with practical affairs, schemes for encouraging “com- 
petent” persons to go on to advanced study, gateway courses designed 
to affect the quality of the data, or joint seminars designed to affect at 
a later stage this matter of quality. And this also is but the beginning 
of a list of possibilities. 

3. Employing effective methods of study.—Experience indicates 
that inventiveness is best stimulated by the proper emphasis upon 
“method.” Disregarding overlapping in classification, it may be said 
that the following methods have been established to be fertile in social 
science work: historical method, quantitative method, deductive meth- 
od, and observational method. These methods should accordingly con- 
tinue to be employed and to be further improved; but they should be 
supplemented by other types of method, as, for example, by experi- 
mental method. The essential point is this: combining and recombin- 
ing of ideas is far more likely to be fruitful and far more likely to take 
place at a rapid rate if many penetrating methods of work are in the 
quiver of the worker. 

The practical policies which give promise of fruitfulness in this 
matter of method must provide for three things: first, the study, re- 
finement, and application gua method of definite types of method; 
second, the encouragement of persons who have been schooled in the 
methods of other sciences touching the borderlands of the social sci- 
ences to work in social science problems as a means of carrying over at 
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many points into the social sciences keen techniques and methods; 
third, thought-provoking comparisons and combinations of varying 
techniques and methods, such as would take place in co-operative re- 
search. 

It goes almost without saying that in the development of the so- 
cial sciences research activities in vital problems* must be strongly 
emphasized. But if the best results are to be secured there should be 
a minimum of the dull, hackneyed routine “research” which has no 
significant purpose beyond that of providing a Doctor’s thesis, and 
there should be a maximum of true research that is consciously di- 
rected toward inventiveness and inventions. 


II 


This somewhat general statement of ways to facilitate the devel- 
opment of the social sciences may be given sharpness by asking: what 
ave appropriate lines of policy for a given branch of the social sciences 
in the specific care of a university that (wisely or unwisely as the case 
may be) has become departmentalized? 

A university department of economics under such circumstances 
may appropriately seek to encourage inventiveness in the following 
ways: 

1. It should maintain a lively interest in elementary and second- 
ary school movements designed to enlist a greater number of compe- 
tent students of the subject, to give these interested persons good social 
data, and to start work along lines of effective method. The amount of 
resources which should actually be thrown into this work will vary 
with circumstances. 

*“Much emphasis should be put upon the finding and defining of problems. 
As I see things, the extraordinary vitality of economics in the generation of 
Ricardo was due mainly to the fact that Ricardo and his contemporaries were 
working on a scientific formulation of a problem in which not merely their fel- 
lowcountrymen, but also the theorists themselves were keenly interested. If eco- 
nomics became a lukewarm affair toward the end of the nineteenth century, it 
was largely because an academic schematisation of the field, and the formulation 
of problems strictly on logical lines, had come to dominate the thinking of econo- 
mists. If we now have prospects of achieving an economics which interests 
economists themselves and their contemporaries more keenly, which possesses 
greater intellectual significance as well as more practical importance, it is because 
we are discovering a new set of problems which grow out of first hand reflection 
upon life instead of growing out of an academic mapping of an imaginary 
realm.”—Wesley C. Mitchell. 
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2. It should have a corresponding attitude in the field of collegi- 
ate education, both as regards types of activities and extent of partici- 
pation. 

3. It should organize its staff with the thought primarily in mind 
of stimulating inventiveness. Specifically, this means the following, 
assuming the availability of competent personnel: 

a) There should be a person or a group competent in the work 
cited in 1 and 2 above. 

b) There should be a group competent to do creative work in the 
subject matters which have seemed fruitful in our past experience. 
This group should not be too complacent concerning past achieve- 
ments, and should be eager to make new connections and to come into 
contact with new techniques and methods. 

The subject matters referred to are such as these:* 


*It will be noticed that the fields of business economics are definitely in- 
cluded. The best brief argument for their inclusion which I have seen is contained 
in the following excerpt from Ashley, Business Economics: 

“Now Political Economy or Volks-wirtschaftslehre or National-6dkonomie 
—as all these names imply—looks at things from the point of view of a state, a 
nation, or ‘society,’ as a whole. What it is concerned with is ‘the Wealth of Na- 
tions.’ As a systematic study it arose from two main sources; from the ‘camera- 
listic’ lectures of the German universities and from the nature-philosophy of 
France and Scotland and England. So far as it arose from the former it was con- 
ceived of as a study designed for men who proposed to enter Government service, 
and to spend their lives in bureaux or camerae; it was a minor part of their pro- 
fessional training, law constituting the major part. ... . As to the other source 
of Political Economy, that growing out of the moral and political philosophy of 
the eighteenth century, as developed by the Physiocrats and Adam Smith, and 
culminating in the English and French orthodoxy of Ricardo’s and Say’s followers 
respectively, there the outlook was, indeed, different. It was not simply civil ser- 
vants who were expected to be interested in Political Economy; the Political 
Economy of John Stuart Mill or of Bastiat made its appeal to all intelligent citi- 
zens. But to citizens, not as concerned in their own businesses, but as creators or 
critics of the policy of the State—with respect to tariffs or poor relief or currency 
or banking or taxation. And the result, from our present point of view was much 


“I believe it is true to say that it was in the American universities, towards 
the end of last century, that, for the first time, a considerable number of men be- 
gan to attend courses in Political Economy with a definite expectation that they 
would be useful to them in business careers. Such numbers and such a purpose 
are now to be found in the German commercial colleges and universities and in 
the English Faculties of commerce. And the new purpose is bound to have a pro- 
found effect on the conception and scope of the science. 

“That effect may be variously envisaged. I think myself that the best way of 
formulating the new departure is this: the content of the term Economics must 
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Economic theory 
The financial system and financial administration 
Labor and personnel administration 
The market and the administration of marketing 
Risk and its administration 
Transportation and communication, including public 
utilities and traffic management 
Government finance and its administration 
Population and the standard of living 
Social direction and control of economic activity 
Agricultural economics 
c) Somewhere in the department there should be persons skilled 
in the generally accepted methods of the field and blessed with the 
ability to interest others in these methods. This statement refers par- 
ticularly to: 
Analytical and deductive method, 
The theory and applications of quantitative method, 
Historical method and its applications, 
and opportunities should be sought for the use of experimental method. 


be consciously and definitely widened beyond the political or national or social 


outlook ; it must—so long as private property and freedom of enterprise continue 
to characterise a large part of the world’s economic activity—be made to include 
two main divisions, Political Economy and Business Economics. By Business 
Economics I mean the study of the organization and financing of business con- 
cerns, of the manufacturing policy of business concerns, of their price policy, their 
labour policy and so on as they present themselves in the effort to secure profit. 
It does not, of course, follow that the considerations to which it may point are 
conclusive as to what ought to happen. The clearest indications of Business Eco- 
nomics are no sufficient justification in themselves for the individual director or 
manager or shareholder if they conflict with moral standards and ideals which 
have a claim upon them. Nor are they conclusive as to what the State or society 
in its own interests should permit to be done. The recognition of a new field of 
enquiry, interesting and most important in itself, is necessary for clearness of 
thought; but it does not involve the abandonment of the other fields of enquiry, 
political or moral. 

“ ‘Business Economics’ may perhaps serve, in default of anything better, for 
this new sister in the house of Economics; and it may be subdivided into ‘Busi- 
ness Policy’ in relation to the supply of capital and outside markets, and ‘Business 
Administration’ in relation to internal working. I must confess that, even in Ger- 
man, I do not altogether like the term Privatwirtschaftslehre, because Privat 
though the most obvious antithesis to Staat, is not very appropriate to a world 
of joint stock companies and capitalist combination; nor do I like Betriebslehre 
since that has come to be used in a too exclusively accountancy sense.” 
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d) There should be persons, skilled in the methods used in other 
fields, who would be earnestly engaged in utilizing these methods in 
work in economics. Specifically, this includes: 

A person trained in both economics and law who is interested in 
legal-economic relationships. 

A person trained in both economics and the earth sciences who is 
interested in the economic aspects of natural resources. 

A person trained in both economics and the physical sciences who 
is interested in the economics of technology. 

A person trained in both economics and biology who is interested 
in so-called “human biology.” 

A person trained in both economics and psychology who is inter- 
ested in the psychological aspects of economics. 

An anthropologist or some other person whose mind ranges over 
many of the contacts of economics with other sciences. 

A person interested in discovering the basic processes in adminis- 
tration. 


The thought is not that one person is likely to be found who will 
be inventive in two fields, although that may occasionally happen. It 
is not that a lawyer, an earth scientist, or a psychologist should be 


detached from his field to work in economics with the task assigned 
of being creative in both fields. Such a person should usually be pri- 
marily interested in economics; but he should be possessed of compe- 
tent method in the other field, and capable of maintaining liaison con- 
nection with the creative thinkers of that other field. 

4. It has perhaps been sufficiently implied, if not explicitly stated, 
that every member of the department should have a passion for crea- 
tive work—for fostering inventiveness. 

It is to be hoped that the foregoing discussion of appropriate poli- 
cies for a department of economics may not have the result of drawing 
the whole picture out of perspective. This particular discussion is 
merely an illustration of what the fostering of inventiveness might 
well mean (but not mecessarily mean) in a university. A quite differ- 
ent development would presumably be appropriate in a different type 
of institution. Even as regards universities, the illustration presented 
assumed an institution in which the social sciences had been definitely 
departmentalized. A different development would presumably be ap- 
propriate in a university in which the social-science work had not been 
broken up into departments. Finally, even as regards a departmen- 
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talized situation, an illustration which suggests an appropriate devel- 
opment in but one department is subject to modification when the 
matter has been thought through in a similar way for the other depart- 
ments; for it goes almost without saying that there should be the most 
cordial relationships among the departments and the most intensive 


cross-fertilization of ideas. 
L. C. MARSHALL 


UNIVERSITY OF CHICAGO 





TYPES OF ACTORS’ TRADE UNIONS 


Prior to 1919, the general public knew very little about unionism 
in the profession of acting. But the great Equity strike of that year, 
supplying front-page newspaper copy for a full month, brought forci- 
bly to popular notice the fact that actors were capable of effective 
group action—action so effective, indeed, as to paralyze the theatrical 
industry in New York City until the actors’ demands had been com- 
plied with. This was the more surprising because of the prevailing no- 
tion that these “temperamental actors” were individualists who would 
not “stick together,” that they were “artists” who would not adopt the 
fighting tactics of “laborers.” But, had the truth been known, for 
more than a decade several groups of actors had belonged to the Amer- 
ican Federation of Labor, and had been bargaining collectively much 
the same as the bricklayers, the cigar-makers, and other artisans had 
bargained. 

The international union under which the various actors’ organiza- 
tions operate is the Associated Actors and Artistes of America. Eight 
groups of stage performers fall within its jurisdiction. Three of the 
branches are made up of dramatic and musical comedy players, two of 
vaudeville actors, two of chorus people in musical comedy and revue, 
and one of grand opera choristers. 

The least fortunate of the actors’ unions are the two vaudeville 
branches. The stronger of the two numerically is the American Ar- 
tistes’ Federation; but it is wholly powerless, in so far as bargaining is 
concerned. It is the remnant of the once-mighty White Rats Actors’ 
Union, which is reputed to have had, in 1916, a membership of 14,000. 
In 1917, it ventured to wage a strike against the Keith interests, in 
which it was almost wiped out of existence. Its three hundred members 
are today listed by number only, not by name, lest their membership, 
becoming known in the Keith offices, mean disbarment from the lead- 
ing vaudeville theaters in America. The initiation fee of the Federa- 
tion is $7.00, and the dues are $12.00 annually. The payment of these 
financial obligations may be regarded, since no concrete benefits can be 
cited, as evidence that at least several hundred actors have faith in the 
leaders of the union, who have fought steadfastly, if unsuccessfully, 
against great odds. Many vaudeville players express the hope that the 
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Federation may some day be a factor to be reckoned with, but for the 
present it does not play an active part in the theatrical world. 

The Deutsche White Rats Actors’ Union consists of fifty German- 
speaking vaudeville actors, in addition to a “Schrammel Branch” of 
twenty zither players. These performers appear in clubs and German- 
speaking theaters. The union operates a closed union shop, forbidding 
members to play with non-union actors. It is a closed union, and an 
examination must be passed before admission is gained. The initiation 
fee is $10.00, and annual dues are $6.00. The chief aim of the union 
is to maintain a minimum wage of $10.00 per day, and it claims to do 
this with considerable success. 

A word may be said as to the difficulty of developing and main- 
taining effective labor organizations among vaudeville actors. The 
trouble seems to lie chiefly in the self-sufficiency of vaudeville actors, 
as contrasted with the interdependence of dramatic players. The aver- 
age vaudeville bill consists of eight or ten short, disconnected acts, any 
one of which might easily be omitted without destroying the effective- 
ness of the others. But the loss of even one or two really important 
members of a theatrical cast could hardly fail to be serious, for dra- 
matic actors are chosen nowadays because of their peculiar fitness to 
play particular parts. This means that it is more difficult to win a 
strike in the vaudeville field, since substitute acts, or even motion pic- 
tures, may serve temporarily to fill in the gaps left by striking players. 
So great is the over-supply of vaudeville turns that it is usually quite 
easy to find substitute acts. Ordinarily there is an over-supply of dra- 
matic actors, also, but a relatively small number of important players, 
by reason of their indispensability, can control the situation, if only 
they hold together. 

The dramatic or “legitimate” actors are grouped on the basis of 
language. The smallest of the groups is the Hungarian Actors and Ar- 
tists Association, consisting of seventy members. This is an open un- 
ion, offering membership to any Hungarian-speaking professional actor 
who pays the initiation fee of $25.00 and the annual dues of $6.00. 
However, a “preferential closed shop” is maintained; i.e., union mem- 
bers must be given preference over non-union, but when all members 
are employed, or when no union member suitable for a given part is 
available, non-union actors may be engaged by a producer. In such 
cases the non-union players pay ten per cent of their salaries to the 
treasury of the union. These are usually guest-artists from Hungary, 
though there are about twenty non-union Hungarian actors in the 
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United States. The Hungarian actors are organized into stock com- 
panies, and they play in eighty cities in this country and in five Ca- 
nadian towns. The union does not require the manager to guarantee a 
definite season, but it does enforce a minimum wage of $35.00 per 
week. Before the opening of the season, two weeks of unpaid rehears- 
als are allowed. These rehearsals are limited to six hours daily. 

The Hebrew Actors’ Union includes all unionized Hebrew players 
in the legitimate field, a total of about three hundred. The twenty- 
three Jewish theaters in the United States and Canada are supplied 
with actors from the membership of this union. These playhouses are 
almost wholly stock theaters, which employ permanent casts of actors 
but change plays as often as seems advisable. The Hebrew Actors’ 
Union, like the Hungarian Union, enforces the principle of the prefer- 
ential closed shop. It is, moreover, a closed union. An initiation fee of 
$150.00, annual dues of $75.00, and the contribution of one-half 
week’s salary annually to an old-age fund are the financial obligations 
of membership. In addition to paying these very considerable charges, 
those wishing to join the union must act parts before the membership, 
and their admission depends upon a favorable vote of the present mem- 
bers. This arrangement could, of course, be an effective bar to increase 
in membership; but it is said that new members number from twenty- 
five to thirty annually. Members of the union receive a minimum wage 
of $60.00 weekly for a guaranteed season of thirty-six weeks. Salary 
continues whether the actor plays or not, except during the Jewish 
holiday period; .and since the system is mostly that of stock, not all 
members of the casts are playing all the time. Nine performances con- 
stitute a week’s work, and there is extra salary for extra performances. 
Two weeks of free rehearsals are permitted before the opening of the 
season, the daily rehearsal period being limited to four hours. 

The latest group of legitimate actors to enter the American Fed- 
eration of Labor is the Actors’ Equity Association, the trade union of 
the English- and French-speaking legitimate actors. Organized in 
1913, this union was ineffective in its bargaining until 1919, when it 
waged and won the most important strike in theatrical history. Equity 
members are forbidden to sign any agreement less favorable to the ac- 
tor than the Standard Minimum Contract, which specifies in some de- 
tail the minimum working conditions sanctioned by the union. These 
relate to security and continuity of employment, rehearsals, extra pay 
for extra work, payment for costumes and transportation, and the ad- 
justment of claims. Unpaid rehearsals are limited to four or five weeks, 
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depending upon whether the production is a dramatic play or a musical 
production. For more than eight performances weekly (or nine in 
theaters in which that is the customary number) the actor receives 
extra pay pro rata. The manager must provide a season of at least two 
weeks, or pay salary for that period. The Actors’ Equity Association 
takes no part in fixing salaries; these are the result of individual bar- 
gaining. Equity demands impress most students of unionism as being 
very moderate, particularly in view of the strength of the organization. 
It has a paid-up membership of 7,500, which includes virtually all 
actors who are eligible and who actually make a living on the stage. 
With unimportant exceptions, it operates under the closed shop policy, 
but maintains an open union. The initiation fee for regular members 
is $25.00, and the annual dues are $18.co. 

Chorus people are those players who sing, dance, or appear in 
group formations in musical comedy or revue. Their interests are 
looked after by two unions, the Chorus Equity Association and the He- 
brew Chorus Union. These groups are very closely related to the un- 
ions for legitimate actors in their respective fields. The Chorus Equity 
Association, for example, though separately chartered, is an outgrowth 
of the Actors’ Equity Association, and is governed by the same Coun- 
cil. Like the Actors’ Equity, it operates an open union with a closed 
union shop. But in its enforced demands, the Chorus Equity goes 
somewhat farther, having established a minimum wage of $30.00 
weekly for engagements in New York ($35.00 when on tour), and per- 
mitting only four weeks of unpaid rehearsals. The initiation fee is 
$5.00, and dues are $12.00 per annum. The membership of 1,500 to 
2,000, depending upon the popularity of musical comedy and revue, 
includes all chorus people, men and women, performing in English- 
speaking theaters in America. 

The Hebrew Chorus Union occupies a similar position in the Jew- 
ish theater. This*is, of course, a small group, numbering but fifty per- 
sons. Like the Hebrew Actors’ organization, it is a closed union, with 
a closed union shop. Persons seeking membership must pass examina- 
tions before being admitted to the union, and membership is at times 
limited intentionally: “The Jewish Theatre has a limited field, and we 
guide ourselves accordingly,” says an official. When extra productions 
call for more chorus people than the union can supply, managers are 
permitted to engage non-members to meet their needs. Members of 
the Hebrew Chorus Union are guaranteed a season of thirty-six weeks, 
at a minimum salary of $38.00 per week. Nine performances consti- 
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tute a week’s work, and two weeks of free rehearsals are allowed prior 
to the opening of the season. 

Still another chorus organization is the Grand Opera Choral Alli- 
ance, made up of some three hundred chorus people in grand opera. 
This is one of the closest of closed unions, with an initiation fee of 
$100.00 and annual dues of $12.00. Prospective members are exam- 
ined, and each candidate is required to know at least twenty operas. 
When managers are in need of choristers they apply to the business 
manager of the Alliance, who sends members to fill the openings. They 
are paid a minimum of $49.00 for six night performances and one mat- 
inee, and may be required to rehearse two hours daily, without extra 
pay, except on matinee days. If rehearsals are held prior to the open- 
ing of the season, choristers must be paid $35.00 weekly for a three- 
hour daily rehearsal. Seasons are not guaranteed, but range from 
twenty to forty weeks, thirty weeks being considered a good season. 

This brief account of the strength and policies of actors’ unions 
shows a fairly close adherence to the closed shop principle by all the 
groups. Except for the Actors’ Equity, Chorus Equity, and Hungarian 
Association, they have adopted the policy of the closed union. The 
American Artistes’ Federation, as has been noted, is the only branch 
of the international union that has not the strength to enforce its stated 
demands. Through the system of representation of the American Fed- 
eration of Labor, the Actors’ Equity Association, the largest, most 
powerful, but also most moderate of all the actors’ unions commands 
sufficient votes to insure control of the international body. Equity 
leans toward the settlement of differences through negotiation rather 
than through direct action. Since Equity is a conservative group, as 
trade unions go, the Associated Actors and Artistes of America is a 
conservative international. Consequently, warlike measures are not 
likely to be adopted by any of its branches, despite their strength, un- 
less in the face of grievous managerial abuses which clearly will not 
yield to milder treatment. 


UNIVERSITY OF PENNSYLVANIA 
Paut F. GemMMiLy 
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Factory Legislation and Its Administration, 1891-1924. By 
H. A. Mess. London: P. S. King & Son, Ltd., 1926. Pp. 
xii+-228. 12s. 6d. net. 

This book covers a somewhat broader field than its title indicates. 
While it deals primarily with the labor laws which are enforced by the 
factory inspectors, it discusses incidentally, also, much of the rest of 
the British labor legislation. Nor is it a mere historical account; it 
presents a clear picture of present conditions and makes numerous 
suggestions for improvements. 

It is this feature which renders this book of peculiar value to 
Americans interested in labor legislation. It affords an easy means for 
getting an accurate account of the development and present status of 
much of the labor legislation of England. This is of interest not only 
because much of our labor legislation and the methods of its admin- 
istration originally came from England, but also because of the 
marked differences now existing between English and American labor 
legislation. 

Some of the more important of these differences are the following: 

1. Much more attention is being devoted in England to the health 
problems of industry than in this country. While industrial hygiene is 
still in its infancy in the United States, it has been for many decades, 
and still is, the main subject dealt with in the British factory acts. 

2. Comparatively little attention has been paid in England to ac- 
cident prevention. Only eight of the thirty sets of regulations for dan- 
gerous trades which have been issued by the Home Office deal with 
fire and accident hazards, and there are no safety codes at all for such 
important industries as metal-working and building-construction. Yet 
accident rates in England are only one-half as high as in this country. 
Because these rates have slightly risen in the last twenty years, how- 
ever, there is now much greater interest in accident prevention than 
ever before. 

3. Most of the regulations governing the health, safety, and wel- 
fare of employees in England, as in the more advanced states in this 
country, are administrative orders, not statutes. There is this differ- 
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ence, however, that the British procedure in the adoption of such or- 
ders is much more deliberate than is usual in this country. While the 
Home Office has had power to issue administrative orders as to dan- 
gerous trades since 1891, it has, as stated, issued only thirty sets of 
regulations to date, and most of these have but narrow application. 
All of these regulations were preceded by extensive special research 
and by conferences with all interested parties. Under the British prac- 
tice, moreover, administrative orders are laid before Parliament for 
thirty days before they take effect, during which period this body may 
modify the proposed regulations in any manner that it sees fit. 

4. The methods employed in the enforcement of the factory acts 
and the orders issued thereunder are much the same as those now in 
vogue in the United States, education and assistance being stressed, 
rather than prosecutions and penalties. British factory inspection is 
completely divorced from politics; all factory inspectors are civil- 
service employees, and many of them devote their entire lives to this 
work. As in this country, however, there is complaint of an insufficient 
number of inspectors. 

5. British factory legislation has quite as many, if not more, gaps 
than the labor legislation of American states. It enumerates the indus- 
tries to which it applies and omits several important ones, such as 
painting and ship repairing; and it is still cumbered with distinct regu- 
lations for factories and workshops and for textile and non-textile 
trades. 

6. Wage regulation has been carried much farther in England 
than in the United States. Under the trade-boards acts wage rates are 
regulated for both men and women in all sweated industries, and there 
have been some attempts at wage fixing also for agricultural laborers 
and coal miners. In addition, British laws regulate the wage contract 
in numerous other respects. Among these are the “particulars clauses” 
(which have no parallel in this country), which require employers who 
pay employees on a piece-work basis to set forth in detail the basis of 
payment and the computation of the amounts due. 

7. While the first labor legislation of England (which dates back 
to 1802) was enacted to restrict and regulate the employment of chil- 
dren, the restrictions upon child labor at present are behind those of 
the more advanced American states. Since 1920 children under four- 
teen can no longer enter any factory employment, and local educa- 
tional authorities may raise this “leaving age” to fifteen. Before chil- 
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dren can enter industry they must pass a physical examination, but 
this is notoriously perfunctory and there are no periodic re-examina- 
tions after children are once in industry. “Young persons” under 
eighteen may not be employed for more than 1o hours per day and 
56% hours per week in textile factories, or 1034 hours per day and 60 
hours per week in non-textile factories. Under the education act of 
1920, employed children, moreover, are required to attend school half- 
time, up to eighteen, but this requirement has never been put into 
effect. 

8. In the legal regulation of hours of labor, also, England has not 
gone so far as have many of our states. Women may not be employed 
for longer hours than those permitted “young persons,” as set forth in 
the preceding paragraph. Men’s hours of labor are restricted only in 
the pottery industry. In the near future, however, this situation is not 
unlikely to be radically changed, since the enactment of a general 8- 
hour law is now a live public question in England, and most workers 
already enjoy an 8-hour day under trade agreements. 

g. England has not centralized the administration of all labor 
laws in a single department, as is now the general rule in this country. 
The Home Office enforces the factory acts; the Ministry of Labor, 
the trade-boards acts; the Ministry of Health, the shops acts; the 
Board of Trade, the coal-mine acts; and the Ministry of Transport, 
the laws relating to the protection of railroad men. Each department 
has its own inspectors and there is but little co-operation between 
them. 

As appears from this brief recital of the outstanding differences 
between English and American labor legislation, England is no longer 
ahead of the United States in all of its labor laws. In many fields, 
however, it is still distinctly ahead, and all of its labor legislation is 
well worth the study of Americans. All who would make such a study 
may well begin with this book. 

Epwin E. WITTE 
WIsconsIN LEGISLATIVE REFERENCE LIBRARY 


Marketing. By EpmMunp Brown, Jr. New York: Harper & 
Bros., 1926. Pp. x-+-500. 
It was only a little more than ten years ago that the subject of 
marketing first appeared on the intellectual bill of fare laid before the 
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American undergraduate. It is doubtful if, in 1910, one could have 
found a single offering of the subject, and even by 1915 only a few 
such courses had appeared. But with the rise of the collegiate school 
of business, marketing courses were brought forward with a rapidity 
equaled only by the development of those in finance and accounting, 
until now in practically every school of business and in many arts 
colleges are to be found one or a series of courses dealing with the 
“art,” or the “science,” or the “principles” of buying and selling. 

In the short but vigorous life of marketing as an academic disci- 
pline a great array of books has appeared, planned to give aid and 
comfort to the instructional guides in the new field. Some of these 
books are very general, carrying in their titles, indeed, the claim that 
they contain the “principles” of the subject. Some are very particular, 
being concerned only with such modest minutiae of the matter as direct 
advertising, copy writing, or the training of salesmen. 

Among the more general books the most striking differences have 
been the methods of approach—differences giving rise to much discus- 
sion among teachers and some acrimony among authors. Some books 
have reflected the belief that raw materials and manufactured goods 
could not sensibly be discussed in a single treatise; others, that dealing 
with all types of goods was essential. In some books an approach 
through the discussion of marketing functions has been indicated as 
fundamental. In others the commodity approach is the outstanding 
feature. Associated with the word “marketing” on the backs of these 
various volumes one finds such modifying words and phrases as 
“problems,” “methods,” “practices,” “principles,” “policies,” “effi- 
ciency in,” and “the economics of.” 

Dr. Brown presents his book with a justification. He says: “The 
chief departure of the present work consists in the amount of space de- 
voted to an examination of actual practices in the more important 
trades.” Such a basis is promising, and the promise is partly fulfilled. 
But the book, judged by what might be hoped for from such an ap- 
proach, is somewhat disappointing. It does not consist wholly of a 
study of practices in “important trades.” Indeed, only two-fifths of 
the book are so concerned. This is almost identically the proportion 
that one finds in Huebner’s Agricultural Commerce, a book which ap- 
peared originally eleven years ago. There is a gain in the fact that the 
author has not limited himself to the trades in any single field, such as 
agriculture or manufactured goods. He ranges from wheat to steel, 
from coffee to canned foods, and expresses the belief that there is ad- 
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vantage in this because “the markets for raw materials are conditioned 
and influenced by what takes place in the markets for manufactured 
goods,” and “‘it is necessary to follow through a raw material into the 
market where it is finally consumed in the finished form.” 

Without a doubt one market is conditioned by another, and the 
author is entirely right in indicating that no market can be completely 
discussed by itself alone. But again the execution is not quite equal to 
the proposal. True, a discussion of the marketing of wheat is followed 
by a discussion of the marketing of flour and bread, and a discussion 
of the marketing of cotton is followed by a chapter on textiles and 
clothing. But in many of the trades discussed no attempt is made to 
carry the commodity through to the consumer. The marketing of lum- 
ber is not followed by a discussion of the marketing of houses, ships, 
furniture, or other products into which lumber goes. There is no se- 
quential chapter concerning the disposition of steel products after the 
discussion of steel. Indeed, as I see it, the author has committed him- 
self to a task that it is almost impossible to execute satisfactorily, for 
in the marketing processes—or, better, the series of marketing proc- 
esses—beginnings and ends are difficult to locate. Moreover the at- 
tempt to describe the forces that operate in the market for one product 
by discussing the markets for certain goods made from a product can 
at best give only a fragmentary picture. Every product is in a very 
real sense in competition with every other product, and every product 
in a very real sense affects the demand for all other products. The 
forces in every market impinge upon the forces in every other market. 
It is, therefore, in a study of general economic relationships, rather 
than in one or two sequential steps, that one may hope to sense the 
meaning of marketing in modern society. 

The book is also open to criticism in that the treatment given the 
basic trades varies widely and with no justification given. In discuss- 
ing wheat, for example, nearly all aspects of wheat marketing are 
given a reasonably thorough discussion. In dealing with steel, how- 
ever, practically nothing is given the reader but a discussion of the 
Pittsburgh-Plus price question, which is handled by almost com- 
pletely devoting the chapter to quotations from the briefs in the case. 

In parts III, IV, and V of the volume the author turns from his 
commodity discussion to the type of trea‘ment that is usually called 
functional. These parts, though they seem somewhat grafted on, add 
greatly to the strength of the book. 

The chief merit of the book lies, as the author himself believes, in 
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the attempt to be realistic; its weakness, in not more completely 
achieving what is undertaken. The volume is planned for a text rather 
than a penetrating analysis of the meaning of the market, and for that 
reason is equipped with questions, illustrative forms, and a sufficiently 
wide variety of content to keep the average undergraduate class very 
usefully busy for the usual undergarduate semester. 
LEvERETT S. Lyon 
RoBERT BROOKINGS GRADUATE SCHOOL 


Correlation and Machine Calculation. By H. A. WALLACE and 
GEORGE W. SNEDECOR. Ames, Iowa: Iowa State College of 
Agricultural and Mechanic Arts, 1925. Pp. 47. $0.50. 

The purpose of this bulletin may be best stated in the words of 
the authors: 

The rapid extension during recent years of the ideas of simple correla- 
tion has imposed their use upon many scientists not trained in the mathe- 
matical theory underlying them. The present trend in all biological sciences, 
as well as in economics and psychology, is still further to extend the use of 
correlation, broadening its scope to include the associations among more 
than two variables. One object of this bulletin is to present in simple un- 
technical language some explanation of the meaning and uses of the various 
correlation coefficients, simple partial and multiple. 

The second and principal object of the bulletin is to set forth explicit 
directions for the use of the usual commercial forms of calculating ma- 
chines . . . . in finding correlation coefficients or related constants. 


In the attainment of both of these objects the authors have been 
eminently successful. 

The general subjects explained by the authors are: simple cor- 
relation; multiple correlation—three variables; multiple correlation— 
more than three variables; partial correlation coefficients; and coding 
of observations. These are followed by some very sane “Precautions 
and Suggestions.”” The formulas used for the computation of the vari- 
ous coefficients and their related constants are not proved, as this 
would lie beyond the scope of this bulletin, but they are interpreted in 
non-technical terms, and each step in their computation is illustrated 
by a concrete problem—the estimation of the average value per acre 
in twenty-five Iowa counties on January 1, 1920, from a knowledge of 
one or more of five related factors. 
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The interpretations are simple as they are effective. Thus, the 
simple coefficient of correlation, r, “is not only the correlation coeffi- 
cient between corn yield and land value, but is also the correlation 
coefficient between actual land value and estimated land value” (p. 
15), and the multiple coefficient of correlation, R, is “the simple cor- 
relation coefficient between actual land values and land values estimat- 
ed from the regression equation” (p. 21). The steps to be followed in 
the numerical] computation of the various constants are, on the whole, 
based on the formulas given in Truman L. Kelly’s Statistical Method, 
and the method recommended for solving the normal equations when 
several variables are involved is the Doolittle method. 

The authors do well to call attention to the fact that Kelly’s ,’s 
are the same as the “path coefficients” used by Sewall Wright in “Cor- 
relation and Causation” (Journal of Agricultural Research, XX, No. 
7, 557-75), and the products, Borer and Bzsrsz, are his “coefficients 
of determination.” Beginners are often puzzled by the multiplicity of 
symbols and terms for identical concepts or processes. 

The methods discussed in this bulletin are, however, intended only 
for ungrouped data where the number of observations is comparatively 
small. “For extensive data where the number of observations runs into 
the thousands, punched cards should be used with sorting and tabulat- 
ing machines such as the Hollerith machines” (p. 5). 

A distinct service has been rendered by the authors of this bulle- 
tin to students of the correlation method. The reviewer believes, how- 
ever, that the rationale of the two regression lines ought to have re- 
ceived fuller treatment. A good many persons to whom the methods 
described in this bulletin will undoubtedly make an appeal may not 
care so much for the best estimate of the “dependent variable” from 
the “independent variable’’ as for the most probable relation between 
the two variables, the choice of the dependent variable being of no im- 
portance for their purposes. Such persons ought to be warned that to 
make the sum of the squares of the vertical deviations a minimum (i.e., 
to find the regression of V on X) is to give the X an indefinite weight 
as compared with Y, and conversely, and that there are other methods 
of fitting linear functions which may be much more desirable for a 
good many purposes. For a discussion of this question see the review- 
er’s “The Statistical Law of Demand,” Journal of Political Economy, 
October, 1925, pp. 578-82, and the reference therein given, as well 
as the following papers by H. S. Uhler: “Method of Least Squares and 
Curve Fitting,” Journal of the Optical Society of America and Re- 
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view of Scientific Instruments, Vol. VII (November, 1923), No. 11; 
“Determination of the Minimum Plane in Four-Dimensional Space 
with Respect to a System of Non-Coplanor Points,” Philosophical 
Magazine, Vol. XLIX (June, 1925); “Least Squares from a Point to 
a Linear (n-k)-Space, Both in a Linear n-Space,” Annals of Mathe- 
matics, 2d series, XX VII, No. 1 (September, 1925), 65-68. 
Henry SCHULTZ 
UNIVERSITY OF CHICAGO 


Guide to the Unemployment Insurance Acts. By H. C. EMMER- 
son and E. C. P. Lascettes. London: Longmans, Green 
& Co. Ltd., 1926. Cloth, 4s.; paper, 3s. 


This little guide is obviously intended as a source of reference for 
Englishmen who are directly concerned with the unemployment in- 
surance law. But it is worth while to call it to the attention of Ameri- 
can scholars, for it will assist them in discovering what the British 
system really is—the first step toward discussing and criticizing it in- 
telligently. Assistance, certainly, we all need, for Parliament has acted 
on the subject seventeen times between 1911 and 1926; the Ministry 
of Labour has added administrative regulations and procedure; and 
the Umpire has contributed over eight thousand decisions of case law 
which have formed an integral part of the system. 

For the first time, this study brings together the statutes, the case 
law, and the administration. Concisely, the net result in 1926 is ex- 
plained with an organization which makes reference easy to any fea- 
ture desired. Particularly admirable is the way in which the legal 
texts in the Appendix are arranged co-ordinately with the author’s an- 
alysis in the main body of the book. A short collection of general defi- 
nitions is also useful for terms not listed in the Index, although it is 
hid away at the end of the Appendix. 

When criticizing this work from the student’s point of view, one 
must not forget the limits of the field which the authors intended the 
book to cover. It attempts no discussion of the history, reasons for, or 
merits of any of the provisions of the unemployment insurance law. 
Nor does it explain what the provisions of the acts have been prior to 
1926. The practical man’s gain in clarity is the student’s loss in much- 
needed information. Even the text of sections of the law which have 
been amended is not included in the Appendix, although this might 
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have been done quite easily. Unfortunately, also, the book was just 
too early to include the effect of the Economy Act of 1926, but this 
last can be overlooked, since its main concern was not unemployment 
insurance. Finally, the student wishes that complete reference might 
have been made to reports of investigating commissions (as was done, 
e.g., in note 3, p. 3, and paragraph 367, p. 111). 

Even within the book’s scope it is easy to be irritated when it 
would have been hard to do better. It would seem that an introductory 
paragraph for each section would have helped greatly to make clear 
the relation of each part to the rest of the system. Failure to do this 
leaves the reader in a complete muddle as to the distinction between 
“disallowance” and “disqualification.” The matter comes to a head 
in the discussion of “continuous unemployment” (paragraph 301), and 
attention should be called to the relation of this whole subject (pp. 
87-90) to the conditions for the receipt of benefit (paragraph 77). 

The citations of Umpire’s decisions are quite good, but one wishes 
constantly that he could tell which parts of the authors’ analysis rest 
on the letter of the statutes, which on the cases, which on specific ad- 
ministrative orders, and which on administrative routine. Sometimes 
the corresponding section of the Appendix clears up such a question, 
and sometimes it does not. 

Very full cross-references are essential to the clarity of this sort of 
study. Although the authors have done some good work in this way, 
one wishes they were a little more complete. A striking example of this 
occurs in the discussion of the position of workers on short time. Para- 
graphs 78-90, 156, and 294-301 all bear on the matter and are quite 
incomplete without reference to each other. Even the Index does not 
include all these references, although it does add the further matter of 
the position of short-time workers in connection with extended benefit 
(paragraph 234). 

Two points which emerge concerning the system itself are worth 
mentioning: (1) The caution with which the conditions on benefit 
were relaxed during depression will surprise most who have heard only 
of the “degeneration.” Considerable previous contributions are re- 
quired even of those who are treated most leniently (paragraphs 65- 
67, 208) ; special safeguards were introduced to insure that the benefi- 
ciary was a bona fide applicant for work and had a reasonable chance 
of finding it (paragraphs 210-35, 253-55); and all such benefits are 
charged against the applicant’s future account (paragraph 207). Thus 
the extended benefit had a considerable advantage over poor relief, 
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even though it was frankly an emergency measure and is still kept in 
a form easy to withdraw. (2) British unemployment insurance does 
not stand in the way of an employer’s attempt to reduce wages at the 
termination of an existing contract. Any refusal of the workers to 
accept such proposals would constitute a trade dispute, and all con- 
cerned would be refused unemployment benefit on that ground (para- 
graph 164). This is of great importance to the discussion of the effect 
of insurance on wage adjustment. 
N. A. TOLLEs 


Lonpon, ENGLAND 


Fundamentals of Investment. By S. O. Ricr. Chicago: A. W. 
Shaw Co., 1925. Pp. xii+-384. $3.00. 

The keynote of this volume is well expressed in the following 
extract from the Preface: “The whole object is to give the public a 
better understanding of how to invest safely and profitably.” We 
learn also from the introductory chapter that “one of the aims of this 
course is that it be of aid in making the public better acquainted with 
the fact that the selecting of worthy investments is not a matter of 
chance, but of expert professional service that can be obtained of the 
reputable investment banker.” 

The volume is composed of a collection of nineteen addresses, for 
the most part delivered by men associated with Chicago banking 
houses in connection with a course on investments given by the Chi- 
cago Y.M.C.A. School of Commerce. The selection of speakers was 
in the hands of the Education Committee of the Investment Bankers 
Association of America, under the guidance of Mr. Rice, the edu- 
cational director. The work of the editor in supervising the course has 
been so thoroughly done that the volume might easily pass for the 
work of a single author. A set of self-test questions is found at the 
end of each chapter, prepared chiefly by Professor S. P. Meech, of the 
School of Commerce and Administration of the University of Chicago. 

In keeping with its general purpose, the book is elementary in 
character and serves to give a first acquaintance with investment mat- 
ters. The volume is frankly narrow in scope, dealing only with the 
so-called “safe” issues. Attention is therefore directed chiefly to a 
discussion of the safest civil, corporate, and real-estate bonds and 
mortgages. There are chapters on each of the important classes of 
bonds and mortgages which emphasize the generally recognized quali- 
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fications of the safest issues of each class. The book also contains 
chapters dealing with the “Practical Application of Sound Investing,” 
“Bonds in Relation to Taxation,” “The Organization of the Invest- 
ment Banking Business,” “Building an Investment Account,” “Gov- 
ernment Regulation of Securities,” and “Investment Trusts.” These 
add materially to the usefulness of the volume. 

Notwithstanding the general usefulness of this book to the be- 
ginner, the reviewer feels bound to point out some of its fundamental 
misconceptions, which are also too often found in current investment 
literature. It is unfortunate that he who makes his first acquaintance 
with investment matters should be told that in order that an issue be 
designated an investment it must be absolutely safe; and that specu- 
lation is distinguished from investment by the fact that the former 
is “based on probabilities” and “is dealing in future rather than on 
established history.” Gambling is said to be “all chance.” The re- 
viewer has elsewhere elaborated the sound distinction, first, between 
investment and speculation, and second, between speculation and 
gambling. In brief, the proper distinction between investment and 
speculation rests on an attribute of the mind, and in no sense is it an 
essential quality of the issue itself. The dominating purpose of in- 
vestment is to secure an income; speculation is playing for profits, 
while interest or straight return is incidental to the main purpose. 
Thus the motive is the deciding factor. Gambling is simply blind 
speculation. 

A second misconception is created by the effort to divide all se- 
curities into great classes, the safe and the unsafe. This is a sur- 
vival of the older practice of dividing securities into two classes, stocks 
and bonds, with the corollary that bonds are safe and stocks are un- 
safe. Modern finance is too complicated for this historic distinction 
to have weight any longer. The distinguishing characteristic of mod- 
ern investment issues is that they are found in bulk with every degree 
of risk from the safest to the most worthless. On the other hand, many 
securities which today are designated the safest may, before their 
maturity, if that be in the distant future, be radically changed in char- 
acter. Illustrations of this may be found in the bonds of Russia, 
France, and other countries, as well as in the securities of certain 
corporations and municipalities. Nothing can be gained by attempt- 
ing to adhere to the historic distinction between safe and unsafe is- 
sues; the authors themselves become involved in difficulty when some 
little elaboration of the distinction is attempted. 
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There is little attempt in the volume at systematic analysis, and 
it is regrettable that the one chapter dealing with this matter takes 
the position that no method of measuring the soundness of an invest- 
ment is possible. Rather, “each piece of financing is a separate prob- 
lem,” and “the job of the investment banker is iike that of the watch- 
maker who never makes two watches of the same design.” Such an 
attitude obscures the operations of the investment banker and dis- 
courages serious study of the problem. On the contrary, sound analy- 
sis of investment credit may possess a degree of exactness which would 
entitle the subject matter to be designated as a science. Investment 
credit is analyzable into four elements, namely, contract, assets, in- 
come, and good faith. Every detail of investigation and analysis has 
to do with one or more of these elements. By a proper appraisal of 
each of them it is possible to assign a rating to any security which will 
indicate its quality with sufficient degree of accuracy. 

J. E. KirsHMAN 

UnIverRSITY OF NEBRASKA 


Principles of Economics. By O. Frep Boucke. New York: 


The Macmillan Co., 1925. 2 vols. Pp. xii+-565; x-+-520. 

In its distinguishing features, Professor Boucke’s treatise is in 
harmony with familiar tendencies of present-day thought and writing. 
In economics we observe a reaction against “theory” and “system” 
and what are called excessive simplification, premature generalization, 
etc., just as in pure literature we are running to poetry without rhythm 
and fiction without plot because, as is contended, life is like that. 
Whatever one may hold as to the manner and degree in which the for- 
mula should apply to pure literature, there can be no doubt that scien- 
tific treatises should be true to life. Compared with the majority of 
the better-known textbooks in economics, the volumes under notice 
have gone rather far in the direction indicated, and they should ap- 
peal strongly to the circle, apparently a wide one, which is in sympa- 
thy with the tendency. As regards selection, proportioning, and ar- 
rangement of material, the book suggests the precedent set ten years 
ago by Clay’s Economics for the General Reader, which has been so 
generously acclaimed and used. Not until chapter xxi and page 457 
is the subject of price introduced, to be followed immediately by that 
of distribution. In particular, the entire treatment of money, credit, 
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and banking comes ahead of these topics. Moreover, they are reduced 
to relatively small proportions—five chapters of 84 gross pages for 
price, and seven of 175 pages for distribution—considering that in a 
total of fifty-five chapters and three appendixes of over 1,060 pages 
no attention at all is given to such problems and applications of eco- 
nomics as trusts, the labor movement, international trade, transporta- 
tion, taxation, or the relations of government and business, which are 
commonly included in the scope of works of similar title. The discus- 
sion of “scope and method,” which tradition would favor treating as 
“introductory” if inserted at all, is relegated to appendixes. 

The method of treatment, too, carries out the same fundamental 
ideas. There is no mention of the notion of equilibrium, and if the 
treatment of price (pp. 522 ff.) seems to employ an approximation to 
this notion, that of distribution involves hardly a suggestion of it. So 
with the other fundamental notions of mechanical causality, such as 
function and variable: reference to definite quantitative relations be- 
tween cause and effect is avoided, though statistical data are given in 
somewhat less than the usual measure. There are a few diagrams illus- 
trative of rough quantitative relations, but only three or four that 
might be called “curves,” and these are drawn and explained in a way 
to avoid suggesting continuous functional variation. The treatment of 
quantitative relations, such as the variation of output with variation in 
the proportions of the factors and in the scale of operations—not to 
speak of price fixation—would surely be rated as unsatisfactory, if 
not unsound, by most theorists of the conventional type. 

What the author has done is to point out and discuss with unusual 
exhaustiveness the multitudinous factors or considerations to be taken 
into account in forming a reasoned judgment regarding the main prob- 
lems of change in competitive economic society. Included are man and 
his environment, wealth, production, factors of production, organiza- 
tion of production, price, distribution, growth of wealth, cyclical move- 
ments, population and prosperity, and scope and method of economics. 
His emphasis is on the complexity and uncertainty of things, not on 
order and system, and on human factors and meanings as against me- 
chanical laws. “Viewpoints and interpretations” might be a more de- 
scriptive title for the work than “principles.” The analysis is always 
deeply thoughtful and commanding of respect. Some reference to lit- 
erature, along with science, is inevitable in discussing the book, for the 
style has been worked over and polished until the result is truly im- 
pressive. 
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On the mechanical side it may be suggested that the usefulness of 
the book would be increased by adding some sectional summary, be- 
yond bare chapter titles, in the Table of Contents, and a full table 
should be given in one volume or the other; similarly as to the indexes, 
which are separate for the volumes and are also meager; and reference 
would be easier if the chapters and books were numbered continuously 
instead of starting over in Volume IT. 

Frank H. KNIGHT 

UnIvERSITY OF IOWA 


The Psychology of Selecting Men. By Donatp A. Latrp. New 
York: McGraw-Hill Book Co., 1925. Pp. xi+-274. 

Employment psychology enjoyed a period of glorious prosperity 
during the few years following the war. Since that time, it has become 
more sober and less exciting in its claims and expectations. But a 
changed attitude toward employment problems has persisted; the 
application of scientific method has remained even where particular 
devices and programs have long since been scrapped. The present book 
is mainly concerned with this valuable remnant. The author is intent 
on exploding pseudo-science in the vocational field, and on hammering 
home the need of caution and the possibilities of development through 
the use of sound technique. 

The scope and content of the book are sufficiently represented by 
a list of the chapter headings: “Introduction,” “The Field and Func- 
tion of Employment Psychology,” “The Extent and Nature of Indi- 
vidual Differences,” “The Origin of Individual Differences,” “The Let- 
ter of Application,’ “The Interview,” “Character Reading,” “The 
Applicant’s Industrial History,” “Measuring the Success of Employ- 
ees,” “Measuring Personality Traits,” “Measuring the Relation be- 
tween Personal Data and Fitness,” “Group Comparisons to Find Char- 
acteristics of Fitness,” “The Use of Psychological Tests in Selection,” 
“The Construction and Evaluation of Tests.” 

In the treatment of each of these topics Professor Laird strives to 
present factual material with a scientific approach and at the same 
time to remain popular in tone. He succeeds remarkably well in this 
difficult combination. There are many concrete illustrations, statistical 
tables, graphs, and descriptions of special studies, all showing results 
secured through the use of various good and poor selection procedures. 
Interesting exercises are furnished to let the reader observe his own 
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success (or rather, failure) in judging people from handwriting speci- 
mens, photographs, etc. In only a few parts is the presentation too 
technical to be understood by the well-educated business man. 

Since the emphasis of the book is so strongly on scientific caution, 
it is especially regrettable that the author himself occasionally takes a 
dogmatic stand with one-sided and uncritical consideration of the evi- 
dence. The most striking instance is his defense of the thesis that edu- 
cation “is relatively impotent in altering the original nature of indi- 
viduals”; the intellectual level of each person is hereditarily fixed. 
Again, the author far overstates scientifically supported conclusions in 
his negative discussion of the sizing up of people by their facial ap- 
pearance. But there are only a few such weak spots. Most of the con- 
clusions are well supported by research findings. 

Taken as a whole, Laird’s book probably furnishes the best avail- 
able summary of scientific work in the field of employment selection 
methods. 

ARTHUR W. KoRNHAUSER 

University oF CHICAGO 


Principles and Practices of Co-operative Marketing. By Exiot 
GRINNELL Mears and MATHEW C. ToBRINGER. Boston: 
Ginn & Co., 1926. Pp. viii+ 580. 

This volume describes in a comprehensive way the rapidly grow- 
ing co-operative marketing institutions and the functions which they 
perform. The first section of the book discusses the scope and impor- 
tance of these associations in the United States and surveys the prob- 
lems of organization and operation. The second half is devoted to a 
summary of the world co-operative marketing movement and to a 
statement of conclusions. 

The authors view the successful co-operative marketing associa- 
tion as essentially a business institution which seeks profits for its 
members. Although the promotion of these associations may come 
from farmers who desire to better their condition, co-operatives may 
be more speedily and effectively launched by experienced outsiders. 
Thus far, both the federative and centralized types of organization 
have proved workable; the latter, however, is slightly favored. In 
either case skilful guidance is needed to prevent internal disruption 
and to insure success in competition with marketing specialists. Prof- 
itable operation is more likely to be secured in marketing commodities 
which have a “scattered market.” “Many commodities are distributed 
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so well that the possible gains from joint sale are insignificant” (p. 
471). 

In the opinion of the authors, the movement, though still in an 
experimental stage, promises much for the future. Its points of possi- 
ble superiority over private competitors are held to lie in: (1) the se- 
curing of a superior and a better graded product; (2) the identifica- 
tion of the products sold; and (3) the control of distribution to the 
end that the commodity be marketed in a more orderly fashion. Rec- 
ognition is also accorded the weaknesses of co-operatives: organiza- 
tion of societies at inopportune times, inefficient and poorly paid man- 
agers, ignorant members, and lack of sound financial planning. 

Despite the careful amassing of facts and the balanced judgment 
of the authors, one is inclined to feel that sufficient time has not yet 
elapsed to permit the conclusion that “through the activity of outside 
talent, associations can be constructed now upon a larger scale and in 
a shorter time than by the farmers themselves. . .. . Without ap- 
pealing primarily to the co-operative impulse, it [this method] builds 
strong associations” (p. 90). Possibly in the years to come one will 
find that the late G. Harold Powell was not in error in urging that 
“farmers must feel the need of getting together to meet a crisis in 
their affairs, and the realization of this need must spring from within, 
and not be forced upon them from without.” 

Altogether the book is a commendable piece of work, and, being 
written in a popular vein, should prove both an interesting text and a 
guide to those actively engaged in co-operative marketing. 

Cotston E. WARNE 

UNIVERSITY OF PITTSBURGH 


The Appraisal of Real Estate. By FREDERICK M. BaBcock. 

New York: The Macmillan Co., 1924. Pp. ix+-380. $3.50. 

Under the auspices of the joint commission representing the 
National Association of Real Estate Boards, the United Y.M.C.A. 
Schools, and the Institute of Research in Land Economics and Public 
Utilities, a number of books dealing with real estate have been appear- 
ing recently. This book is Volume III of the series which is edited by 
Richard T. Ely. 

The author starts out by stating what real estate appraisal is, and 
then proceeds to discuss some of its particular aspects. Appraisal 
methods and procedure, income as a basis of value, the appraisal of 
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various types of property such as residential property, income prop- 
erty, and farm property, problems of depreciation, and various other 
aspects are treated. Numerous working tables and formulas are at- 
tached to the book, while the whole is fairly well indexed. 

The book is mainly descriptive and is principally occupied with 
outlining the various methods of appraisal which may be used and the 
particular merits of each. Not unnaturally urban receives much more 
space and better treatment than rural property. While the book is not 
exhaustive it accomplishes what it proposes, that is, it gives a good 
description and working knowledge of appraisal practice, and it should 
be quite valuable to tax assessors, real estate men, and others who have 
frequent need for such knowledge. 


The Foreign-Exchange Market. By H. F. R. Mitter. London: 
Longmans, Green & Co., 1925. Pp. vii-+152. $3.20. 

One of the results of the war and its concomitant changes in 
monetary standards has been a quickening interest in foreign exchange 
which has manifested itself, in one form at least, by the numerous 
books appearing on this subject. To this group may be added this 
book by Mr. Miller. Beginning with a brief survey of monetary theory 
the author deals with the foreign-exchange markets, foreign payments, 
the rates of exchange, and the various influences affecting them, as 
well as forward exchange, arbitrage, and other similar and related 
topics. A considerable amount of space is devoted to explaining the 
actual operations in the market, although the theoretical aspects are 
touched on also. While the author has made no new contributions to 
the existing knowledge of foreign exchange operations, which, indeed, 
was not his aim, he has succeeded in giving a clear, well-written expo- 
sition of some of the more important aspects of this subject. 


Elementary Banking. By B. RAMACHANDRA Rau. Calcutta: 
Calcutta University Press, 1925. Pp. ix+-199. 

As the title indicates, this book is concerned only with the ele- 
mentary principles of banking. As might be expected of an intro- 
ductory text for the beginning students, it is concerned mainly with 
orthodox banking theory, which is handled in a very able manner. 
The author has drawn upon the banking literature of Europe and 
America, and has taken illustrations from many different banking 
systems. As a result he has produced a very readable little book, which 
should be particularly valuable for Indian students. 








